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| Automatic Tax Reductions and the Federal Budget 


Puinie M. Carro.iu 


Assistant in Economics, University of Illinois 


most of the various tax increases that 
were passed in 1951 to help finance 
increased expenditures brought on by 
the Korean War will end by April 1, 
1954. This article will summarize these 
tax cuts and the loss in Federal rev- 
enue. It will also attempt to indicate 
the effects of these reductions on the 
Federal budget for the fiscal year end- 
ing June 30, 1955, and suggest what 
Congress and the Administration may 
do in the next few months in the fiscal 
field, in response either to these tax 
cuts or to the need for continued high- 
level spending for defense. In this 
latter aspect, then, it will be a sort of 
guidebook in following the changes in 
tax policy certain to result in the next 
“session of Congress. 


Tax Reductions 
On January 1, 1954, these decreases 
in tax rates will take effect: 
1. Individual income taxes will be 
reduced about 10 percent on the 


average. 

2. The excess profits tax, amounting 
to approximately 30 percent on 
those corporations subject to it, 
will expire. 


iS) 


. The capital gains tax will be re- 
duced 1 percentage point from 26 
percent to 25 percent. 

For a complete year this means an 

estimated loss in revenue of $5 billion. 

Neglecting the capital gains reduction 

which is a small item, this breaks down 

to approximately $1.6 billion in excess 


profits and from $3 to $3.4 billion in 

individual income taxes. 

On April 1, 1954, the regular cor- 
porate rate on earnings over $25,000 
is automatically to be reduced from 52 
percent to 47 percent. Since this is 
applicable only to the last three quar- 
ters of the calendar year it amounts 
to a tax of 48% percent for the cal- 
endar year, 1954. This is estimated to 
reduce revenue $2 billion over a full 
year. 

Also on April 1, 1954, a loss of $1 
billion per year is estimated on the 
following excise tax reductions: 

1. Liquor from $2.10 to $1.80 on a 
fifth of 100 proof whiskey with 
corresponding decreases on other 
alcoholic beverages. 

24 Cigarettes trom 8 to 7 .cents2 
pack. 

3. Gasoline and Diesel fuel from 2 
cents to 1.5 cents per gallon. 

4. New automobiles from 10 per- 

cent to 7 percent on the factory 

price. 

. Sporting goods from 15 percent 
to 10 percent on the factory price. 
6. Trucks and buses from 8 percent 

to 5 percent on the factory price. 

Therefore tax cuts totaling $8 bil- 
lion for a full year will take place 
early in 1954 in the following way: 


a) 


Individual income tax..... $3.4 billion 
Excess! proms: taxsie so: Overs: 
Corporate profits tax...... 210 ee 
Biseisegpaxcen cath vw uiaeate 130) seme 
Roralae neers Ba lista es $8.0 billion 
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However, it is important to note that 
further revenue reductions could take 
place if other manufacturers who are 
not scheduled for excise tax cuts were 
successful in their efforts in an election 
year to lower the taxes applicable to 
them. These groups include home 
laundry machines and other appliances, 
furs and jewelry, transportation, toilet 


preparations, luggage, and tires. 


Tax Policy in 1954 


In the foregoing, the actual reduc- 
tions by law and their estimated effects 
were listed. The last paragraph, how- 
ever, touched on another aspect and 
that is, what will Congress actually do 
and what will the Administration ask 
for in the way of taxes? Up to late Oc- 
tober public utterances of President 
Eisenhower, Secretary of the Treasury 
George Humphrey, and congressmen 
indicated that the reductions scheduled 
for January 1 will take place with no 
opposition. 
the Administration has 
stated that it is going to ask Congress 
to maintain excise taxes and the present 
rates on corporations. In other words, 
no reductions on April 1, 1954. On the 
other hand, the chairman of the Sen- 
ate Finance Committee, Senator Milli- 
kin of Colorado, states that these re- 
ductions must go into effect for they 
would actually stimulate business and 
therefore produce added revenue 
through the corporation tax itself. But 
Senator Williams of Delaware, another 
Republican and a member of the same 
committee, opposes the cuts if they 
mean further deficits. Therefore, 
whether or not these April 1 reductions 
will take effect depends on the political 


However, 


strength of the antagonists, as repre 
sented by these two statements, an 
how far they are prepared to go i 
using such strength. There has bee 
speculation that a compromise migk 
result in a reduction in the corporat 
tax level from 52 percent to 50 percen 

The only other basic change in ta 
policy might be a manufacturers’ sale 
tax, since President Eisenhower said 1 
October that the Administration we 
no longer considering a national reta 
sales tax. It is estimated that with th 
retail tax 3 million retail outlets woul 
have to report as compared with 300 
000 at the manufacturers’ level. Th 
is the strongest argument for the mans 
facturers’ tax. Although most accoun’ 
of this tax give the impression that 
would be one way to make up for som 
of the planned reductions in revenu 
the National Association of Manufac 
turers favors this tax over our preser 
excise tax structure. They see it as 
substitute for the present structut 
which falls on some manufacturers an 
not on others. It appears that Presider 
Eisenhower it in th 
substitute category, as he has state 
that he wishes the extension past Apr 
1 of our present rate level on excis 


also considers 


while a new broader schedule of exci: 
taxes is worked out. Now this coul 
mean a flat-rate manufacturers’ tax, « 
it could mean a piecemeal adjustme1 
of all excise taxes, the lowering of sor 
high rates and the imposition on mar 
now exempt items of about equal tz 
rates. The net result would approx 
mate a flat-rate manufacturers’ tz 
without the necessity of forcing such 
tax through Congress against wh: 
might be determined opposition. TI 
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_Administration would have the game 
without the name. 

; Our excise tax structure is at present 
_ producing about $10 billion in revenue. 
This would be $9 billion if the April 1 
reductions take effect. Before we can 
see what a manufacturers’ tax would 
produce in revenue we must under- 
stand what items in the present struc- 
ture wouid be covered by a new tax. 


There are four main parts to this struc- 


ture: (1) lquor and tobacco taxes, 
(2) manufacturers’ excise taxes, (3) re- 
tailers’ excise taxes, which include 


_ jewelry, furs, luggage, and toilet prepa- 
‘rations, and (4) miscellaneous excise 
taxes, chief of which are the transpor- 
tation and communication taxes. 

A manufacturers’ tax would in all 
probability replace (2), 
manufacturers’ excise taxes and (3), the 


the present 


retailers’ excise taxes. At least this is 
what one group assumed in making 
their estimate.’ They assumed a manu- 
facturers’ tax with a flat rate of 5 per- 
cent, estimating revenue at $3.8 billion. 
With present tax rates on liquor, ciga- 
rettes, transportation, and communica- 
tions remaining at their higher level, 
‘they would bring in another $6.5 bil- 
lion, giving us a total of $10.3 billion, 
slightly more than the present structure 
gives us. 

This coincides well with a second 
estimate? which does not state fully, 
however, what is and is not included in 
the base. They do exempt food, hous- 
ing, and medical expenses. This report 
estimates the manufacturers’ tax would 
bring in $800 million for every 1 per- 


1U. S. News and World Report, October 


9, 1953. 
> Time, September 28, 1953, p. 78. 


cent of tax. At 5 percent then this 
would mean $4 billion which compares 
well with the $3.8 billion at 5 percent 
in the first estimate. 

Thus we see that if we are to substi- 
tute the manufacturers’ levy for a part 
of the present structure it will not re- 
sult in any added revenue at the flat 
rate of 5 percent. However, there has 
been some speculation that the rate 
would go as high as 10 percent. On the 
second estimate cited, this would mean 
an additional $4 billion in revenue per 
year. 

The manufacturers’ tax is opposed 
first on the basis that such a tax is 
pyramided. The manufacturer adds the 
tax to his cost and the rest of the mid- 
dlemen, handing the goods on its way 
to the consumer, compute their mark- 
ups on this total. For example, the tax 
may be $5 on factory cost. Assuming 
the wholesaler takes a 10 percent mark- 
up and the retailer 50 percent this $5 
has pyramided to $8.25 at the consumer 
level. The consumer would pay out an 
extra $3.25 in profit to the middlemen 
in order for the government to collect 
$5 in tax revenue. Unless an enforce- 
able provision could be included pro- 
hibiting the addition of such a tax to 
the markup base, the consumer is very 
apt to pay this increased cost. 

Another argument is that a manu- 
facturers’ tax would be a hidden tax, 
but of course we already pay around 
$10 billion in excise taxes part of which 
are subject to this criticism so it would 
be nothing new. Moreover, many deal- 
ers go to great lengths to show how 
much of the cost is taxes, and so the 
tax is not hidden as much as the argu- 


ment states. 
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There is also fear that such a tax 
would retard buying in a year when 
there is much fear of a recession. On 
those items that would bear this tax 
for the first time there may be some 
validity in this argument. But for those 
items on which the rate would be re- 
duced the argument would work the 
other way around. 

And finally, there is the argument 
that the tax is regressive, 1.e., it takes a 
larger percentage of the incomes of 
those in the lower-income groups than 
of those in the higher-income groups. 
The National Association of Manufac- 
turers has figures to show that with a 
rate of 4% percent, with food items 
excluded, the tax would act proportion- 
ally. Others would dispute these fig- 
ures and point out that this implies 
regressiveness at higher rates. And of 
course there is the position, which we 
cannot go into here, that even if such 
a tax were regressive, with the high 
rate of progressiveness in our income 
taxes a manufacturers’ tax would not 
make our over-all tax program inequit- 
able. 

These then are the things to look for 
as Congress tackles the very difficult 
tax problem early in 1954. 


Budget Deficits 


In discussing deficit estimates it must 
be pointed out that they are subject to 
wide variation up to the time that the 
actual figures are available. Even minor 
changes in the economic situation or in 
tax rates at the last moment can intro- 
duce differences of up to $2 billion 
from earlier estimates, while a business 
recession next year could mean a cut of 


$6 to $8 billion in estimated revenu 
for the fiscal year 1955. 

Thus the January, 1953, figures fo 
the budget period ending June, 1954 
were: expenditures, $78.5 billion; reve 
nue, $68.6 billion; deficit, $9.9 billion 
The expenditures have been reducec 
by subsequent action and most esti 
mates agree that the final figures (eve 
though the fiscal year is not half over, 
will be approximately $72.1 billion 1 
expenditures and $68.3 billion in reve 
nue for an administrative budget defici 
of $3.8 billion. Wherever the schedulex 
tax reductions affect this year’s reve 
nue, they are taken into account in thy 
revenue figures. 

What then is the picture for the 19: 
fiscal budget which starts July 1, 1954 
and ends June 30, 1955? Administra 
tion officials are already working o1 
this, since the budget must be presente 
to Congress in January. Let us star 
from their expenditure figure of an esti 
mated $68 billion. This involves a cu 
of $4 billion from the present fisca 
year. This will come mainly from ai 
and defense 
Whether or not the pressure of the hy 


to foreign countries 
drogen bomb danger will allow thi 
deep a cut remains to be seen, but w 
will take $68 billion as our expenditur 
base. 

For our revenue base we will tak 
this year’s $68.3 billion and assum 
business conditions approximately th 
same so that the tax base remains th 
shall 
the losses in revenue from the prospec 
tive tax reductions. These will be $1. 
billion in excess profits taxes, $3.4 bi) 
lion in personal income taxes, less 2 


same. From this we subtrac 


, 
4 


. 
i 

a 
- 
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percent or $850 million since first quar- 
ter payments by individuals, and the 


withholding taxes paid by corporations 


for individuals in the first quarter of 
1954 will reflect the 10 percent decrease 
in income taxes and therefore are re- 
flected in the base figure for the fiscal 
year 1954. This leaves an approximate 
reduction in revenue of $2.55 billion in 
personal income taxes. Also we will 
subtract the loss from the April 1, 1954, 
reductions which will be approximately 
$2.5 billions for the fiscal year. This 
gives us the following (dollars in bil- 


lions) : 


: 


BRED CACILONES center tise. <Aaate e 
UES OTE ere 
Less reductions in 1955: 
Excess profits tax.. $1.60 

Personal income 


The most likely way that this deficit 
will be reduced is by forgoing the 
April 1, 1954, reductions in corporate 
rates and excise rates. This $2.55 bil- 
lion in additional revenue would reduce 
the deficit to $3.85 billion. 

It appears that the Administration is 
planning either to forgo these April 1 
reductions or obtain a small increase 
through excise tax adjustments since 
the early figures for 1955 revenue esti- 
mate an administrative deficit of $2 to 
$5 billion, which compares well with 
our own elementary arithmetic of a 
$3.8 billion deficit. 

This is the way the budget for 1955 
looks at this time and from these esti- 
mates it is easy to make the flat predic- 
tion that Congress will have to raise 
the debt limit of $275 billion by $10 
billion or $15 billion in an election year 
in order to allow for this deficit. From 
the standpoint of the observer the next 
meeting of Congress should prove to be 
a highly interesting session. 


Recreation and Music in Industry* 
Max KAPLAN 


Assistant Professor of Sociology and Music, University of Illinois 


INDUSTRIALIZATION brought not only 
increased productivity and a_ higher 
standard of living, but also more leisure 
time. Leisure time, however, is more 
than a number of hours free from work. 
Cultural attitudes and normative evalu- 
ations grow up around the use of such 
time, giving to it a substantive signifi- 
cance. Descriptive words creep into our 
vocabulary to characterize this eco- 
nomically nonproductive phase of life: 
“playing,” “loafing,” “ 
Ine itscasy,. | 
and so on. Whether such time and such 


enjoying,” “tak- 
» “vacationing,” 


relaxing, 
terms are good or bad, desirable or un- 
desirable, recreative or tempting-to-sin 
— these are moral judgments which 
depend on such variables as social class, 
religious thinking, type of community, 
ethnic composition, age, sex, cultural 
ethos, and the like.* 

Cultural attitudes toward leisure are 
related also to characteristic places in 
which such time may or should be 
spent — such places as home, club, 
street, or park; and within each, certain 
areas, rooms, or “playgrounds.”? A most 
significant development in America has 
been the increasing presence of play at- 


* From a forthcoming volume, Community 
and Recreational Music. The author is in- 
debted to Professor Charles Brightbill for his 
careful reading of this article. 

*The concept of work is equally subject 
to cultural conditions; see David Riesman, 
The Lonely Crowd (New Haven: Yale 
University Press, 1950), pp. 307-11. 

*See J. Huizinga, Homo Ludens: A 
Theory of the Play Element in Culture 
(London: Routledge and Kegan Paul, 
1948). 
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titudes and activities in the very heart 
of work, the factory itself. We are told} 
for example, that about 20,000 com- 
panies are spending about half a mil- 
lion dollars annually for play activities 
of 25 million employees.* 

This is all the more striking in view 
of the traditional belief in our cultur 
“that work is a duty, that work is 
absolutely different from play, that maz 
is obligated to work for money, anc 
that if he enjoys anything but the ira 
mediate job operations it must some: 
how detract from his efficiency.”* 

It is the purpose of this paper %c 
indicate several factors behind this de- 
velopment, and to illustrate its fune: 
tional aspects in regard to one specific 
type of ‘play’ — musical activity. 


I. 


Note, first, several important redii 
rections in attitudes adopted by indus 
try toward the worker during the pas 
generation: 

1. A growing realization that humar 
relationships in industry — horizontall} 
between employees, vertically betweer 
status units—are a vital concern tc 
intelligent management; 


*For a good introductory statement op 
recreation in industry, see H. D. Meyer ane 
C. K. Brightbill, Community Recreatio 
(Boston: D. C. Heath, 1948), Chapter 1 
“Industrial Recreation Grows.” 

* William Foote White, “Background Pape 
for Roundtable on Work and Human Valu 
in Industrial Civilization,’ Corning Confer 
ence, May 17-19, 1951, Corning, New York 
p. A-3. 
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2. A growing realization that the 


: factory or industry is hiring not only a 


“foreman,” “electrician,’ or ‘“‘time- 


_ keeper,” but Tom Jones, who has a 
family, goes to church, likes baseball, 


and lives a whole life in which work 
is only a part; that his other interests 
and roles affect his efficiency as a 
worker; and that as a whole man, he 


“bases his rewards in work on feelings 


: 
: 


of security and recognition as well as on 
material payment; and 

3. A growing realization that indus- 
try, to hold its workers, must assume 
its share of responsibility in promoting 


_the general welfare of the community 


as a place to live as well as to work. 


Translated into policy, these realiza- 


tions have taken many forms in the 


, 
‘ 


7 
. 


¥ 
x 
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past, from profit sharing to baseball 
teams, housing units, and the construc- 
tion of whole villages for employees. 
Among other factors, sociological and 
psychological research, the need for at- 
tracting workers during wartime, and 
what Burnham called the “managerial 


revolution” were in part responsible 


j 
3 


for the new situation. Employees’ or- 
ganizations grew up to initiate or to 
assume responsibility for the social 
events, contests, athletic events, theater 


activities, or the more basic develop- 


ments in economic cooperation. 


Il. 


Let us next consider some factors 


about recreation in general and musical 


activity in particular which provide a 
point of contact with the industrial 
directions noted earlier. 

Recreational activity permits one to 
lose his identity as a foreman, banker, 


Elk, Protestant, or what not; he sur- 
renders these roles to become a “second 
baseman,” a “bridge dummy,” and in 
the case of music, a “drummer,” 
“flutist,” or “violinist.” Thus it is pos- 
sible to involve in creative activity not 
only employees of all ranks, but of 
mixed races, educational backgrounds, 
ages, and both sexes. 

This factor is of importance to ad- 
ministrators who operate their human 
plant on the premise of benefit in pro- 
moting common interests and persons- 
as-values. It should be of interest to the 
individual who participates in musical 
activity, for it permits the achievement 
of status on a dual level within the 
work context. The “little guy” on the 
assembly line can be a “big shot” in 
the orchestra. 

Recreational activity is a matter of 
attitudes being 
done, and not a question of what is 
done. Further, the level of skill is en- 


toward whatever is 


tirely beside the point: recreation en- 
compasses beginners and those who are 
most advanced, whether the activity is 
in sports, games, handicrafts, or the 
arts. Here, too, music provides specific 
advantages in that possibilities of or- 
ganization exist for a wide variety of 
skills and tastes in terms of guitarists, 
choral groups, barbershoppers, orches- 
tras, bands, chamber ensembles, listen- 
ing clubs, operetta workshops, and 
so on. 

Thus there need exist no “cultural 
elite” in the factory as regards recrea- 
tion, nor hesitation because of limited 
background or experience in music. 

Other general facets of importance 
bring music increasingly to the fore in 


recreation: the public school move- 


CURRENT ECONOMIC COMMENT 


ment which has created over 30,000 
orchestras and bands; a vast number of 
past or present players of instruments ;” 
a very large consuming public, in part 
created by the mass media, so that as 
many as 12 to 15 million persons may 
listen to one broadcast opera; over 700 
community symphony orchestras spread 
throughout every part of the country; 
and the presence of well-trained musi- 
cal leaders and participants in almost 
every rural and urban area. Contrary 
to much gloom to be found in many 
writings about the lack of “culture” in 
this country, there seems actually to 
have been a great gain in both musical 
participation and listening during the 
past several generations. Industry, in 
planning its recreation objectives and 
practices, benefits by the momentum 
of this tide of interest. Moreover, we 
shali see that industry may even play a 
constructive part in this community 
and national development. 


Ill. 


What, then, is the general scope of 
musical activities now to be found in 
factories? They are chiefly of two 
types: direct participation by employees 
in some kind of “live” activity, and the 
channeling of recorded music to em- 
ployees during work hours. This paper 
is concerned with the former. We may 
begin with several examples. 

A band, now numbering 40 men, has 
existed among employees of the Nor- 
folk and Western Railway Company at 
Roanoke, Virginia, since 1882. This 


» One of every eight persons in the United 
States plays an instrument, according to A. 
B. Bennett in National Survey of Public In- 
terest in Music (mimeographed paper, 1948) 
made for the American Music Conference. 


group has performed for many kinds of 
civic and state functions, festivals, con- 
ventions, and picnics throughout Vir- 
ginia, as well as in several neighboring 
states. 

Another band was begun more tha 
40 years ago at the Lukens Steel Com: 
pany, Coatesville, Pennsylvania. The 
firm’s vice-president is said to have 
started the organization to counteract 
secular sports on Sundays. The grow 
has appeared at summer concerts at the 
Municipal Pier in Ocean City, New 
Jersey. 

A different type of band is sponsorec 
by the National Cash Register Com 
pany at Dayton, Ohio. Its 125 members 
are all of high school age. Althougi 
the organization was created primarily 
for children of NCR _ families, any 
young person is eligible. Objectives o 
this group are entertainment and edu 
cation. 

Other bands are found at such plant 
as the Goodyear Tire and Rubbe? 
Company, Akron, Ohio (a jy 
group); Beech Aircraft, Wichit 
Kansas; U.S. Steel (12 bands) ; Lock 
heed Aircraft; the Perfect Circle Cori 
poration, Hagerstown, Indiana, organ 
ized in 1951, and including membe 
from several PCC plants in the state. 

What about other musical groups; 
Again, a few examples will have té 
suffice : 

An employee chorus was started i 
1946 at the Crouse-Hinds Company 
Syracuse, New York. Its purpose i 
“pure enjoyment,’ and its results ar: 
reported as “pure fun.’® About 6b 
office and plant employees meet regu} 


*Ethel Jo Meyers, 
Journal, November, 1951. 
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larly, and perform for concerts and 
special occasions as far away as Utica. 
Each year the group joins three other 
industrial choruses (from the Smith- 
Corona Typewriter Corporation, New 
Process Gear Corporation, and Onon- 
daga Pottery) for a massed concert. It 
is reported that “the contacts made 
among the members have helped to 
foster and improve employee relations 
among the companies, and a great 


many friendships have been estab- 
lished.” 
North American Aviation, Incor- 


porated, has had a male chorus of 40 
voices since 1946. Appearances have 
been made at such prominent places as 
the Hollywood Bowl. This firm’s recre- 
ation work was initiated by employees. 

The place of women in the industrial 
chorus world is illustrated by the choir 
of 70 voices of the General Electric 
plant at Decatur, Indiana. 

Additional types of activities to be 


found in plants are barbershop quar- 


a i i i ek ee 


tets, guitar ensembles, accordion bands, 
organ lessons (the Electro-Motive Di- 
vision of General Motors in La Grange, 
Illinois), and class piano instruction. 
The Dow Chemical Company has 
the most inclusive and ambitious musi- 
cal program among industries. In its 
own building at Midland, Michigan, 


activities include a chorus for men, 
another for women, a symphony or- 


madrigal 
and brass 


chestra, a string quartet, 
singers, and woodwind 


groups. Integration of these groups en- 


ables the presentation of operas, musi- 
cal comedies, oratorios, and a spring 
festival. Participants sometimes write 
their own musicales, such as “Chemic 


11 


Capers.” The orchestra began in 1943, 
a year after the civic symphony had 
disbanded; it includes townspeople as 
well as employees. Guest artists are 
brought to the city. Similar activities 
on a large scale are conducted at the 
Dow plant in Freeport, Texas. 

A detailed report of the full scope of 
musical activity in American industry 
is available in various sources; we have 
attempted only to suggest the variety of 
these programs.’ 

The objectives of these activities can 
be summarized under such items as: 


1. General improvement of 


ployee-management relations; 


em- 


2. General contribution to inter-em- 
ployee relations; 

3. Enhancement of company prestige 
in the community by its association 
with noneconomic creative activity ; 


4. Indirect advertising of products; 
and 


5. Attraction and retention of new 
working personnel. As this point was 
put by John Fulton, executive secretary 
of the National Industrial Recreation 
Association: “Look at it this way. It 
costs from $500 to $1,000 to recruit 
and train the average new industrial 
employee. If a company can make 
working conditions pleasant enough to 


‘For a general account, see Kenneth 
Clark, Music in Industry (New York: Na- 
tional Bureau for the Advancement of Music, 
1929). Organizations with current informa- 
tion and facilities for aid are National As- 
sociation of Music Merchants, 28 E. Jackson 
Blvd., Chicago; National Recreation Asso- 
ciation, 315 Fourth Ave., New York; Na- 
tional Industrial Recreation Association, 203 
North Wabash, Chicago; American Music 
Conference, 332 S. Michigan Ave., Chicago. 
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keep 10 employees a year from leaving, 
it’s well worth $10,000 put into a 
planned recreation scheme.” 

However, much more is involved 
than these items— important though 
they are —in assessing the recreation 
and music program. Let us note some 
aspects of organization before proceed- 
ing to larger generalizations. 


IV. 


Administration of musical (or other 
recreational) programs is usually put 
into the hands of employee-participants. 
Basic costs are usually met by the 
company. Some groups are self-sup- 
porting through such devices as dues, 
purchase of music, or the allocation of 
special income, such as that from 
candy machines. One company pays its 
choral members $1.00 per hour of re- 
hearsal, while another offers three extra 
vacation days to those who attend 75 
percent of rehearsals.* About one-quar- 
ter of the groups studied in one survey 
report rehearsals on company time.® 

A second type 
problem has to do with leadership. 
Obviously, 


of organizational 
more than musicianship 
alone is required. ‘The musical director 
has to meet issues peculiar to the indus- 
trial or factory context. For example, 
such a leader must be equally at ease 
with all levels and backgrounds in the 
population of a large plant. Further, in 
the large company, where status is a 
subtle but real bureaucratic and social 
factor, the recreation worker must be 
“free,” ie., in the terminology of the 


*E. F. Carter, Singing Workers, unpub- 
lished master’s thesis, Columbia University, 
1945. 

ralibid. 


greater society, he must be “classless,”’ 
and accepted by all. He must have 
independence of judgment and the per- 
sonal strength to meet a situation in 
which, for instance, there is a latent 
conflict between a musical considera- 
tion and pure advertising for the plant. 
In several of these issues it might be 
an advantage for the leader to be an 
outsider, engaged only for music work. 
On the other hand, such issues, in other 
forms, face the school musician as well; 
the balance between education, recrea- 
tion, and pure exhibitionism is always 
a difficult one to achieve. 

A major organizational problem: 
which goes to the very heart of bas: 
functions and philosophy of recreatio 
and music in industry is the place of the 
labor union. From preceding pages§ 
the impression might be gathered tha 
the two forces which have created 
recreational outlets are managemen 
and workers informally organized fo 
this specific purpose. This is by no 
means Labor funda- 
mentally organized for economic ad- 
vancement, have devoted considerable 
attention to recreation for their mem-4 
bers. David Dubinsky, president of th 
International Ladies’ Garment Work- 
ers’ Union, notes: ““No group has doned 
more to create leisure for the majorityy 
of the people of the United States: 
than the trade unions. They are, there- 
fore, naturally interested in the best} 
possible utilization of that time which} 
is now free from the demands of mill|| 
mine, and factory.”?® This particular} 
union established an educational de-/ 


true. unions, 


® David Dubinsky, “Union Education for) 
Leisure,” Education, Vol. 71, No. 2 (Oc? 
tober, 1950). 
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_ partment to further knowledge of union 
philosophy. Out of this developed a 
recreational program whose scope in- 
cludes clubrooms, libraries, lectures, 
songfests, athletic teams, classes in art 
and music, and handicrafts. Its famous 
musical review “Pins and Needles,” 
which ran for more than 1,000 per- 
formances on Broadway (1937-41), 
was entirely written and produced by 
union members. The union organizes 
tours to museums and historic sights; it 
now operates its own FM radio station. 
“Obviously,” concludes Dubinsky, ‘no 
phase of a member’s life is outside the 
interest of an alert, imaginative union.” 
Union objectives in recreation, like 

of management, grow out of a 
_ larger philosophy. Take as an example 
the CIO United Auto Workers. In 
a 1937 statement, the union asserted 
that it seeks to provide workers with 
recreational opportunities “without 
racial discrimination,” to solidify the 
union, and to link union to community. 
One stated objective makes even more 
explicit the union’s interest, namely, 
to “offset the ‘spider-to-the-fly’ tech- 
nique of management, which so often 
catches workers in the web-of-wooing 
with the offer of enticing recreation 


EE —————— ee er 


programs.” 


This is, indeed, an interesting phe- 
nomenon in labor-capital relations — 
a competitive performance on the in- 
struments of “culture” to reach the 
sympathetic ear of worker and of 
public! Imagine two bands marching 
down the street, one in white shirts with 
Local No. X on its drum head, the 


"Ruth March, Recreation in a Labor 
Setting, unpublished master’s thesis, Wayne 
University, 1949, p. 5. 


other with natty uniforms and a vice- 
president as its drum major, each band 
trying to outblow the other. . . 

Actually, point 7 of the UAW’s ob- 
jectives is “to work toward eventual 
cooperative labor-management recrea- 
tion programs for all American workers 
in every industry.” Yet in her study of 
the recreation activities of this large 
union, Ruth March reports that “it 
did not reveal any effort being ex- 
pended toward eventual cooperative- 
management recreation programs. . . 
A cooperative program may be impos- 
sible until labor recreation programs 
have progressed far enough to be self- 
assurant, to feel themselves able to 
stand up with management programs, 
to give and take as equally powerful 
9912 


ibbabhich, 4 


V. 


Several questions can now serve to 
draw some generalizations from the 
preceding discussion. 

1. Even assuming that a given plant 
sees the rationale behind recreational 
and musical programs, does this not 
duplicate existing community recreation 
agencies? 

If we restrict ourselves to music, 
then it can safely be said that oppor- 
tunities for adults are underdeveloped 
in public recreation programs. As to 
broader aspects of recreation (handi- 
crafts, athletics, and so on), it cannot 
be the purpose or policy of the public 
agency to reach every segment of the 
population fully. That job is simply 
too big. The professional recreationist 
aims to become dispensable as quickly 
as possible. When, therefore, leadership 


® Ibid., p. 33. 
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arises in the factory segment of the 
community, an ideal democratic pat- 
tern in recreation becomes a closer 
reality. However, an efficient public 
agency has the responsibility of inte- 
grating existing recreational facilities 
and initiating and advising new groups. 
Its help should be sought by such 


specific community units as industry. 


2. Does the recreational and musical 
activity in industry attempt to “in- 
volve”’ the whole family in order to 
hire the whole man, and thus minimize 
conflicting allegiance to company and 
family? 

This no doubt happens, whether so 
planned or not. Articles in the well- 
known magazine Fortune pointed this 
out in reference to the management 
level. In a real sense, changing per- 
spectives and functions of the family 
imply new attitudes by the family vis a 
vis the father’s work. The significance 
of music in this picture is not that 
something new has been added to the 
general context of father’s workplace, 
but that a new facet has been added to 
an already active athletic recreational 
program. This facet, music, is pecul- 
iarly applicable for family participation. 

3. Does music in industry actually 
increase production? 

In reference to the channeling of 
recorded music into the plant, the 
argument of increased productivity 1s 
invariably brought up. The prominent 
firm engaged in this service, Musak, 
emphasizes this element in its publi- 
cations. While there is no need to deny 
such possibilities in weighing potential 
effects of music within the work con- 
text, our question is certainly outdated 
at this stage of American industrial 


research. The Western Electric studies, . 
among others, have brought to the: 
fore in management thinking the factor: 
of “human relationships.”** There is: 
little need, then, to belabor the point: 
that all recreational activities in the- 
plant are indirect and somewhat im-: 
measurable, but highly important ele-. 
ments in the consideration of employees: 
as social persons. 


4. Does the social relationship which 
begins in the musical organization carry 
over into the non-play context? 

The author knows of no studies di-- 
rectly on this matter. Common obser- 
vation suggests that such carry-over 1s 
present, especially in smaller groups. 
Assuming the premise that sociability 
between the “ranks” is desirable, music: 
provides an ideal setting for effecting: 
this situation. 

3. Does the development of music in! 
industry have any bearing on the gen-- 
eral musical scene in this country? 

In several ways a strong affirmative: 
answer presents itself. First, the circle 
of participants is enlarged by several! 
thousands, the audience by perhaps: 


millions. Second, new outlets are poten- 
tially available for professional musi- 
cians. The foresight of music schools; 
and of the music profession as a whole 
is being tested during this generation,. 
in view of dynamic social factors affect- 
ing the whole stream of musical life.. 
The profession itself will in good part 
determine the directions and _ signifi-- 
cance of industrial music. Industry, for: 


“For brief summaries of these famous: 
studies, see National Research Council, Com-- 
mittee on Work in Industry, Fatigue of! 
Workers (New York: Reinhold Publishing: 
Corporation, 1941), Sec. IV, “The Western) 
Electric Researches.” | 
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its part, can articulate the demand for 
a leadership which is thoroughly 
capable in techniques, and at the same 
time, a leadership sensitive to the needs 
of working men and women. 

Last, there is the possibility that 
what we are witnessing is the emer- 
gence of industry (labor and capital as 
one segment) as the new patron of the 
arts, taking the place vacated by the 
aristocracy and private wealth of other 
generations and other societies. Mag- 
nates of old—such as the Armours, 
Marshall Field, George Pullman, and 
others who imported Theodore Thomas 
and 30 other musicians New 
York to found the Chicago Symphony 
Orchestra in 1890—no longer domi- 
nate or subsidize American art in the 
grand style. Public schools democra- 
tized the training of youngsters; the 
mass media created the mass audience. 
Under way now is a nation-wide move- 


from 


ment toward community expansion in 
creative activity, combining amateurs 
and professionals. The example of Dow 
Chemicals in providing organizations 
available to the whole community has 
been presented above. Another example 


is seen in the experience of CIO United 
Steelworkers of America in bringing the 
Pittsburgh Symphony to audiences of 
workers. As Howard Taubman wrote in 
the New York Times, “The union local 
underwrites the cost of a visit by the 
orchestra (to nearby cities); the sum 
comes to $2,000. Then the union joins 
with service and civic organizations in 
each community to spread interest in 
the venture. The orchestra plays in any 
auditorium suitable for a 
under the leadership of its permanent 
conductor, William Steinberg, and if no 


concert 


proper hall were available, Mr. Stein- 
berg has declared that he would gladly 
conduct in the steel plant itself.”’** 

It may well be that cooperative 
policies and techniques can be fur- 
thered between labor and management 
on common interests outside the purely 
economic, There is no point in over- 
stating the case; yet it is apparent that 
music and other forms of recreation 
provide one such modus vivendi for 
united effort. 

* Howard Taubman, quoted in the Ameri- 


can Symphony Orchestra League Newsletter 
for January-March, 1953. 
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BY ITs recent refusal to consider an ap- 
peal challenging the constitutionality of 
the McGuire Act and certain provisions 
of the state “fair trade” laws, the 
United States Supreme Court has pre- 
served the right of manufacturers of 
branded merchandise to fix the prices 
at which their products shall be sold. 

The Court’s verdict, if it leaves the 
status quo undisturbed for the time 
being, marks anything but an end to 
legal and legislative activities in the 
price maintenance realm. Various of 
the justices have emphasized repeatedly 
that refusal to hear an appeal from a 
lower court decision need not denote 
agreement with that decision. Given 
the cases currently pending in the state 
and lower Federal courts and making 
allowance for the new cases likely to 
arise, it is most probable that the 
Supreme Court will soon again have 
the problem before it. 

Adding to the uncertainty which 
these facts cause are decisions by state 
supreme courts. These decisions have 
followed no consistent pattern. They 
have, however, resulted in invalidation 
of the price maintenance statute of 
the state of Georgia and, by making 
the law inapplicable to nonsigners — 


* I am indebted to my colleagues, Profes- 
sors V Lewis Bassie and Robert Ferber, and 
to Mr. Charles Z. Wilson for having read 
this article and offered many helpful sug- 
gestions. Responsibility for the views ex- 
pressed and for any errors is mine alone. 
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retailers who fail to sign contracts with 
the manufacturer — in the practical in- 
validation of that of Michigan. At the 
moment of writing these three states 
lack effective price maintenance laws, 
as do Missouri, Texas, Vermont, and 
the District of Columbia, whose govern- 
ments have not seen fit to pass the 
necessary legislation. Thus the ultimate 
outcome at both the Federal and state 
levels remains very much in doubt. 


Background of the Controversy 


The history of fair trade is long: 
and stormy. During the past forty years | 
organized groups of retailers have vig-- 
orously campaigned, in the state legis-- 
latures and in the national capital, for’ 


laws legalizing resale price mainte-- 
nance. Manufacturers have also beens} 
active, though on a much more limited| 
scale. 

The Supreme Court has thrice ren-- 
dered decisions on the issue: The first, ,} 
in 1911, held price maintenance ini 
interstate commerce to be illegal under’ 
the Sherman Act; the second, in 1936,, 
affirmed the legality of the basic pro- 
visions of the state price maintenance} 
acts; the third, in 1951, made the state: 
laws virtually ineffective by declaring; 
that nonsigners could not be bound by, 
any price the manufacturer might fix.. 
Congress has legislated twice on the 
problem. The Miller-Tydings Act of! 
1937 permitted the several state laws to) 
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be applied to goods moving in inter- 
state commerce; the 1952 McGuire Act 
was designed to patch up the damage 
done by. the 1951 
decision.’ 

Activity has not been limited to the 
courts and the legislatures. Farm, labor, 
and consumer groups have protested 
the price maintenance laws, though 
without the financial aid and with only 
a fraction of the energy and determina- 
tion that has characterized the efforts 
of the laws’ proponents. 
have written at length about the laws’ 


Supreme Court 


Economists 


many possible implications, and usually 
in opposition to them. Two voluminous 
and highly unfavorable reports on them 
have been prepared by the Federal 
Trade Commission, and the Justice De- 
partment has frequently charged that 
the laws violate the purpose and intent 
of the antitrust statutes. 

One measure of the success of fair 
trade’s proponents lies in the number 
of states that have enacted the neces- 
as with 


sary legislation. Beyond this 
the recent court decisions — the situa- 
tion is less clear. Price maintenance is 
widespread in such fields as drugs, cos- 
metics, electrical appliances, hardware 
and paint, books, photographic sup- 
plies, sporting goods, and jewelry. It 
appears to be employed by a majority 
of the hundred leading national adver- 
tisers for one or more of their products. 
Estimates as to its importance in retail 


*It was also intended to overcome the 
Third Circuit Court of Appeals decision in 
Sunbeam Corporation v. Wentling. Under 
this decision sales by a mail order firm to 
buyers in other states were exempted from 
manufacturers’ price minimums. It is not yet 
clear whether the McGuire Act fully suc- 
ceeded in making price maintenance appli- 
cable to this type of situation. 


sales vary. The lower estimates range 
between $6 billion and $8 billion or 
approximately 5 percent of total retail 
trade. The upper estimates vary be- 
tween $15 billion and $17 billion, or 
about 10 percent of such trade. Para- 
doxically, the supporters of fair trade, 
in giving the lower estimates, show a 
concern to minimize their achieve- 
ments. It is as if they were acknowl- 
edging that extension of price main- 
tenance to all or even to a large frac- 
tion of the commodities amenable to 
it might not accord with the public 
interest. 

Whatever doubts they might have on 
this score —and if they have even a 
few they do not articulate them — their 
statements evidence no doubt whatever 
that price maintenance is in the inter- 
ests of the manufacturer and the small, 
independent retailer. In this they are 
at one with their critics, most of whom 
insist that these interests, if no others, 
are served by it. It is unfortunate that 
there should be such unanimity here. 
In most discussions of the subject con- 
troversy has centered on price main- 
tenance’s probable consequences for 
merchandising costs and prices and on 
its place under the antitrust laws, while 
its supposedly beneficial impact on par- 
ticular business groups has been taken 
largely for granted. It usually is a fair 
inference that those espousing a par- 
ticular position act in their own best 
interest, but there are good grounds to 
doubt that those supporting price 
maintenance thereby benefit rather 
than injure their pecuniary welfare. 
Whether they do or not is the question 
to which the following paragraphs are 
directed. 
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The 1951 Price War 


The Supreme Court’s decision in 
Schwegmann Bros. v. Calvert Distillers 
Corporation was handed down on May 
21, 1951. This judgment made the non- 
signer clause of the state fair trade laws 
unenforceable in interstate commerce.” 
This meant, for all practical purposes, 
elimination of effective price main- 
tenance. Almost there- 
after, large New York department 
stores featured price reductions on 
name-brand goods that previously were 
price-maintained. These reductions at 
first were nominal, but as each of the 
giants sought to convince consumers of 
its more advantageous price policy and 
of its willingness to meet all competi- 
tion, they became increasingly severe. 


immediately 


The price war was on. 

The proximity of the price war to 
the Schwegmann decision has been ac- 
cepted by many as evidence that price 
cutting and price wars are inevitable 
in the absence of price maintenance. 
Coupled to the widespread belief that 
such price cutting and price wars tend 
to destroy the small, independent re- 
tailer and to injure seriously the good- 
will and reputation of the manufac- 
this powerful 
support to the case for reinstatement 
of effective fair trade. A glance at the 
1952 Congressional hearings, which 
preceded passage of the McGuire Act, 
will convince the reader of this. Yet the 


turer, evidence lent 


* The function of the nonsigner clause is 
to bind all distributors to the stipulated or 
minimum resale price regardless of whether 
they are signatories to a price maintenance 
contract. All that need be done to make use 
of this clause is for the manufacturer to 
complete a contract with a single distributor 
in the state. 


facts cast considerable doubt both on 
the evidence and on the validity of the 
beliefs to which it is joined. At the 
same time they suggest that the exist- 
ence of price maintenance, not its 
absence, may be a principal cause of 
price cutting and price wars. 

Two conditions played a crucial role 
in setting up the price war. The first 
of these was widespread price cutting 
while price maintenance was still in 
force. The second was unduly heavy 
inventories in the hands of retailers. 

One element in the existing price- 
cutting situation, though not the only 
one, was the discount houses. These: 
organizations typically sell on a cash-- 
and-carry basis, with a minimum of! 
service to customers, at discounts off’ 
list prices of 15 percent to 30 percent., 
They have become increasingly popular 
with consumers, and their number and| 
scope of operations have expanded 
greatly since the war. According to one 
estimate they accounted for about 10 
percent of New York City’s total retail 
trade in 1949.° They are far less im- 
portant outside of this metropolis, but 
they will be found, on one scale o 
another, in practically every majo 
urban center. The discount houses cu 
prices on merchandise, often includin 
price-maintained merchandise, as 
matter of regular policy. They wer 
cutting prices in the early months of 
1951 prior to the Schwegmann decision.) 


* Edward M. Brecher, “The Revolt Against} 
Price Fixing,” in Consumers Reports, May: 
1950. This article and two previous ones i 
the same journal in August and September 
of 1949 discuss the prevalence and the 
methods of operation of the discount house? 
See also the series of articles “Don’t Diss 
count the Discount House,” in Retailing 
Daily, December 7 through 10, 1948. 


maintained products 
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Supplementing the activities of the 
discount houses were the co-ops, “‘buy- 
ing clubs,” and similar arrangements 
under which employees of a given 
business concern or members of various 
social and fraternal organizations are 
privileged to buy goods, including 
price-maintained goods, at a discount. 
But most important of all were the 
conventional retailers selling by con- 
ventional methods. Price cutting among 
great numbers of them appeared to be 
a fairly common practice in 1950 and 
1951. The efforts of General Electric to 
enforce minimum prices on its price- 
illustrate the 
point. Notwithstanding that corpora- 
tion’s diligent attempts to seek out and, 
through court injunctions, to enjoin 
violations, surveys showed a willingness 
among a large fraction of retailers to 
sell at less than the price minimums.* 

Heavy inventories in the hands of 
retailers intensified the tendency toward 
price cutting. It is a common practice 
of retailers to dispose of slow-moving 
or excessive inventories by means of 
sales at widely advertised price reduc- 
tions. In January, 1951, according to 
seasonally adjusted Commerce Depart- 
ment figures, inventories of retail stores 
were almost 25 percent above those of 
a year earlier. They continued to mount 


*In a series of shoppings in and around 
Manhattan during 1950 and early 1951 — 
shoppings designed to test adherence to 
price minimums in the sale of GE products 
—the percentage of stores violating the 


- minimums was found to exceed 70 percent. 


The shoppings were conducted by R. H. 
Macy and Company. See the statement of 
Q. Forest Walker and the “Summaries and 
Analysis of Macy Shoppings” in the Hear- 
ings Before the Antitrust Subcommittee of 
the Committee on the Judiciary, House of 
Representatives, on Resale Price Mainte- 
nance, February, 1952, p. 475 and pp. 502-3. 


through February and March and by 
the end of April had gained an addi- 
tional 9 percent. The increase in inven- 
tories of durable goods (excluding the 
automotive group) was even more 
marked, with a rise from January to 
April of 11 percent following upon an 
increase of almost 40 percent over 
January of the previous year.° These 
huge stocks doubtless account for the 
ubiquity of below-normal prices among 
the more orthodox merchandising out- 
lets. 

At the same time retail buying was 
on the decline. Consumer purchases of 
nondurable goods fell from a seasonally 
adjusted annual rate of $113.1  bil- 
lion in the first quarter of 1951 to 
$111.6 billion in the second quarter; 
and durables fell much more sharply, 
from $31.2 billion to $26.5 billion. The 
situation led some observers to predict 
substantial price cuts. “The cut-price 
sales now going around the country are 
only the beginning. There will be more 
and bigger bargains to come because 
stores are overstocked.”® 

The initial effect of the Schwegmann 
decision was to generalize price reduc- 
tions on products formerly price-main- 
tained. Heretofore the large department 
stores, unlike many smaller and _ less 


°From January to June retail inventories 
rose about 5 percent; from June to Septem- 
ber, 7.5 percent; from September to Janu- 
ary, 10 percent; and from January to April, 
9 percent. Corresponding figures for dur- 
ables only (excluding the automotive group) 
are 9 percent, 8.5 percent, 12.5 percent, and 
11 percent. The data are derived from p. 
S-9 of the Commerce Department’s Survey 
of Current Business, issues for March and 
June of 1951. 

®Reported in the Wall Street Journal, 
April 11, 1951, p. 1, under the caption 
“Washington Economist Predicts Price-Cut- 
ting.” 
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conspicuous outlets whose operations 
are not so readily brought to public 
notice, had not made a practice of 
cutting prices on these products. From 
here, rivalry among the retail giants, 
each determined to maintain and 
fortify its reputation as a low-price 
merchandiser, led to a condition which 
may properly be termed a price war. 
Interestingly enough, the most con- 
spicuous reductions occurred on goods 
previously price-maintained. In some 
instances prices even went below whole- 
sale cost.’ 

It is difficult to say how long the 
war lasted because one cannot readily 
draw the line between severe price 
cutting and what might, under the in- 
ventory load, be considered normal 
price reductions. The battle was defi- 
nitely waning by the end of the third 
week in June. A rough guess might put 
the duration of the actual price war at 
about two and a half weeks. Several 
other large cities experienced price 
cutting, but whether on a significantly 
wider scale and with much greater 
intensity than occurred prior to the 
Schwegmann decision is not clear. It 
is clear that the scope and severity of 
New York’s struggle were not dupli- 
cated elsewhere.* Subsequently, from 


"An example is the Sunbeam Mixmaster, 
normally price-maintained at $46.50. At one 
point it was sold by Macy’s for $26.50 as 
against a reported cost of $29.50. See the 
testimony of Herman T. Van Mell in Hear- 
ings Before a Subcommittee of the Commit- 
tee on Interstate and Foreign Commerce, 
House of Representatives, on Minimum Re- 
sale Prices, 1952, p. 145. 

*A report of the Senate Small Business 
Committee on the price war indicates that 
its effects were pretty much localized and its 
duration short-lived. Hearings Before the 
Antitrust Subcommittee of the Committee 
on the Judiciary, of. cit., pp. 92 and 706. 


August onward, events on the retailing 
front remained relatively quiet despite 
the fact that legislation restoring effec- 
tive resale price maintenance was not 
enacted for almost a year. 

From the paragraphs above four 
facts emerge that merit special notice. 
First, the heavy inventory buildup in 
1950 and early 1951 made the pre- 
vailing price structure particularly vul- 
nerable. Second, sales dropped in the 
first two quarters of 1951 from the 
high levels induced by the post-Korean 
scare buying. Third, price cutting, ie. 
price competition, including price cut- 
ting on price-maintained brands, was 
a fact of retailing well before the 
Schwegmann decision. Fourth, extreme 
price cutting, i.e. the price war, lasted 
for only a brief period and was pretty. 
much localized to the largest, most 
densely populated and most competitive 
area in the United States. These facts: 
cast doubt on the hypotheses that price: 
maintenance prevents price cutting and! 
that both price cutting and price wars: 
are phenomena to be normally expected! 
in the absence of legalized price main-- 
tenance. 


Price Maintenance a Cause of 
Price Cutting 


This is not to say, however, that 
price maintenance has nothing to do 
with these phenomena. Contrary to the 
conventional hypothesis that price} 
maintenance prevents price cutting andj 
price wars, it seems likely that it is a) 
principal cause of them. 

When a manufacturer elects to fi 
the price of his product under fair 
trade, he tends automatically to condi- 
tion the consumer to a given product- 
price relationship. The consumer may 


| 
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or may not believe the product is worth 
the price fixed. But he learns from 
experience, perhaps with the aid of the 
manufacturer’s that the 
product sells for the stipulated price 
in every outlet, whatever the merchan- 


advertising, 


dising costs of that outlet, whatever its 
location, and whether it is a super- 
market, a small appliance store, or a 
department Because of this 
product-price conditioning, he will im- 
mediately recognize a price cut and 


store. 


will be especially responsive to it. 
Indeed, the expressions “price cut” 
and “price cutting” have meaning only 
insofar as there exists some customary 
price against which a price reduction 
can be measured. A customary price 
may, of course, develop for a product 
without the use of fair trade laws. This 
may result from widespread use by 
dealers of a common method of mark- 
up or from publication by manufac- 
turers of suggested or list 
Generally, however, such a price will 
register at least moderate variations 
over time and place, so that the prod- 
uct-price relationship will not be very 
strong. Customary prices may also re- 
sult from centralized control by a 
manufacturer selling on an agency or 
consignment basis or by a distributor 
selling his own private brand. How- 
ever, arrangements of this type allow 


prices. 


-for ready alterations in price and for 


its geographic variation. Moreover, be- 
cause the manufacturer or distributor 
can so readily control price, he need 
not be unduly concerned about any 
product-price relationship that might 
develop. But once such a relationship 
is established under fair trade, retailers 
find it tempting to cut prices. They 
know that consumers will recognize the 


advantages of those prices and respond 
to them. 

In short, in putting a product under 
price maintenance, manufacturers cre- 
ate conditions that make price cutting 
profitable. Where instead prices are 
allowed to fluctuate in accord with 
varying economic pressures — varying 
merchandising costs, varying demand, 
and the occasional desire of retailers 
to promote sales through specials — 
the probability of severe price cutting is 
correspondingly reduced. 

There is a characteristic of price- 
maintained items which exacerbates 
their vulnerability to price cutting. 
Many of these items, notably those on 
which price cutting is frequent, are 
mass-produced, are of uniform quality, 
and are nationally advertised. The 
standardization feature makes it a mat- 
ter of indifference to the consumer 
which retailer he purchases from. He 
knows that wherever he makes his pur- 
chase, the commodity will be the same. 
National advertising substitutes pretty 
largely for the selling and promotional 
efforts of retailers. By the time the 
consumer is ready to purchase, he 
already will have acquired, through 
newspapers, magazines, and the radio, 
a fairly accurate idea of what he wants. 
Both factors conduce to minimize the 
role of the retailer in distribution of 
the product from manufacturer to final 
buyer. 

The same factors conduce also to 
low-cost distribution methods. Yet in 
fixing prices under price maintenance, 
there is a tendency to fix them at levels 
and to allow markups such as _ will 
magnify rather than reduce the pro- 
motional efforts of retailers. That is, the 
manufacturer will tend to fix his price 
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high enough to ensure a markup that 
will encourage retailers to push his 
product. However, not all retailers 
operate in the same manner. Those 
who operate on a price-volume basis 
instead of a promotional-service basis, 
and who face a market in which their 
goods are practically “presold,” find the 
prospect of increasing sales through 
price cutting difficult to ignore. The 
crux of it is that with prevailing dis- 
tribution methods such goods often do 
not require the prices and the accom- 
panying markups which resale price 
maintenance allows.° 

Given these circumstances, the note- 
worthy feature of price cutting and 
price wars is not that they occur but 
that they do not occur more frequently. 
What should be stressed is that they 
seem to be aided and abetted rather 
than cured by price maintenance. 


Price Cutting and the Small Retailer 


In attempting an analysis it is some- 
times instructive to assume the opposite 
of what the facts indicate. Let us sup- 
pose, contrary to the discussion thus 
far, that price cutting and price wars 
are to be expected in the absence of 
price maintenance. Are they then de- 
structive of the interests of the small 
retailer and the manufacturer? 

Injury to the retailer is thought to 
result from the drop in sales he suffers 
when competitors cut prices or engage 
in “loss-leading.” It is not necessarily 
that the retailer is inefficient for he 


* This is not to say that markups on price- 
maintained goods tend to be higher than 
markups on other goods, but only that mark- 
ups on price-maintained goods tend to be 
higher than they need to be for mass dis- 
tribution. 


may be able to sell at prices as low on 
the average or lower than those of his 
rivals. The trouble arises because his 
rivals — chains, department stores, and 
supermarkets — by advertising price 
specials on one or a few items, some- 
times even pricing them at or below 
wholesale cost, mislead consumers into 
believing that all their prices are rela- 
tively low. They thereby unfairly divert 
trade to themselves. The small retailer 
is unable to counter this action, it is 
said, because his product line is not 
sufficiently diverse to permit him a 
similar tactic and because he lacks 
financial resources to sustain him 
against his loss in trade. 

Few would question that business) 
failures are a daily occurrence. In re-. 
tailing their incidence is unusually high; 
and is highest of all among that group) 
of retailers with the smallest sales vol-- 
ume. The causes of mortality in retail-- 
ing are known in a general way: 
Insufficient capital, inexperienced man- 
agement, poor inventory, credit, or sales 
policy, and inadequate accounting 
methods all play a role. A more funda- 
mental cause is competition. Without it 
few enterprises would be required to 
pay for their mistakes. 

It is another matter entirely to estab- 
lish that even a small fraction of bank 
ruptcies are due to loss leading an 
price wars. Because so many variables 
affect the success of a business firm, 
it 1s admittedly difficult to disentangl 
them. Still, if these two factors are as 
destructive as they are reputed to be; 
we would expect to find some evidence 
of it. The mass of material recently} 
presented to Congressional committees 
in the 1952 hearings on price mainte?! 


ELS Le 
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nance,*° as well as a mass of other data, 
is conspicuously lacking in this regard. 
There is no dearth of assertions as to 
the destructive effects of price cutting 
and price wars, but there is relatively 
little to support them.” 

The Senate’s Select Committee on 
Small Business, in its 1951 annual re- 
port, estimated that had the recent 
price war lasted six months, 20,000 
stores would have failed. This estimate 
may well be true. But a distinguishing 
feature of price wars is their brief dura- 
tion. Evidence is wanting that the 1951 
affair forced a single firm into bank- 
ruptcy, or for that matter forced any 
firm appreciably nearer bankruptcy. 

One can readily appreciate that the 
small retailer might be disturbed by 
price cutting or loss leading, but it is 
hard to visualize how he can be seri- 
ously injured by either. Most retailers 
are not reliant on one or a few brand 
items, but have a diversified sales vol- 
ume to fall back on. Their size may put 


©The Antitrust Subcommittee of the 
Committee on the Judiciary, House of Rep- 
resentatives, and a Subcommittee of the 
Committee on Interstate and Foreign Com- 
merce, House of Representatives. 

“For example, in the Hearings before a 
Subcommittee of the House Committee on 
Interstate and Foreign Commerce, of. cit., 
pp. 30, 116, 135-41, 170 references are 
made to the difficulties caused manufac- 
turers and retailers. Where these difficulties 
are alleged to have involved serious loss, 
adequate evidence often is lacking that such 
loss was due to price cutting and not to 
other economic factors. Usually where the 
evidence is more adequate, the loss appears 
not to have been a substantial one. Even 
the presumption of severe loss in some 
cases would not establish 1) that the prob- 
lem is sufficiently serious to warrant public 
intervention, or 2) that the losses should not 
be regarded as a normal adjunct of business 
risk. 


them at a disadvantage in some ways, 
but they possess an advantage not avail- 
able to large retailers—flexibility. They 
can adjust their prices and, within lim- 
its, their merchandising methods as 
conditions dictate. In order that price 
cutting should seriously injure them, it 
must meet the following requirements: 


1. It must endure over a fairly long 
period or recur frequently. 


2. It must take place on products 
forming a substantial percentage 
of the retailers’ sales. 


3. It must reach levels well below 
full cost, 1.e., merchandise costs 
plus operating costs. 


Unless these requirements are met, and 
they rarely are in practice, there is 
nothing to stop smaller retailers from 
meeting the prices of larger rivals.” 
They may find the competition uncom- 
fortable, but certainly won’t find it 
fatal. The experience of retailers in 
Missouri, ‘Texas, and Vermont, states 
without fair trade, seems to bear this 


OuUta~ 


* The writer is reminded of an acquaint- 
ance, a druggist, who operates a store in an 
urban area but outside the central shopping 
district. He never tires of complaining about 
the cut-price specials offered by a large 
downtown chain. He has, however, de- 
veloped the practice of studying that store’s 
ads and adjusting his prices to meet them. 
Needless to say, he is doing very well. 

* Many variables affect retail operations 
and it is difficult to isolate the impact of 
any one of them. However, a rough exami- 
nation of Census data indicates the fol- 
lowing: 

1) That Missouri, Texas, and Vermont 
have about as many retail stores per capita 
as has the United States as a whole; 

2) That in the furniture, furnishings, and 
appliance group and in the drug and pro- 
prietary group, where price maintenance is 
relatively widespread, they have as many 
stores per capita as has the United States; 
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Enforcement Complications 


The position of the retailer is com- 
plicated by the problem of enforcing 
fair trade. Technically, those selling at 
less than the minimum price can be 
brought to heel through a court in- 
junction obtained either by the manu- 
facturer or by a retailer who can show 
injury to himself. Subsequent violations 
may then result in fines for contempt 
and additional damage suits. Because 
most manufacturers employing fair 
trade have shown little enthusiasm for 
policing their agreements, because re- 
tailers have had little success in proving 
injury and have been reluctant to press 
damage suits, and because consumers 
have an interest in buying as cheaply as 
possible, enforcement of price mini- 
mums has met with limited success. 
The period of 1950-51 was not unique 
for its sales below price minimums. In- 
dications are that such sales today are 
equally widespread.'* Even a sharp rise 
in the diligence exercised by manufac- 
turers is unlikely to help much in urban 
centers where the number of outlets for 


3) That the proportion which small stores 
— those with an annual sales volume of less 
than $50,000 — are of total stores is about 
as great for these three states as for the 
United States; and 

4) That the proportion which small stores 
in the furniture, furnishings, and appliance 
group and the drug and proprietary group 
are of total stores in each of those groups 
is as great for these states as for the United 
States. 

““The discount house is not the only 
place where dwellers in many cities obtain 
discounts. In a good number of small appli- 
ance stores . . . the customer who refuses 
to pay the minimum price seldom walks out 
the door empty-handed. He gets a discount.” 
From an article in the New York Times, 
August 23, 1953, pp. Fl and F11. 


a given product is so large and daily 
transactions are so numerous.*° 

Uneven enforcement of price mini- 
mums affects differently situated retail- 
ers in different ways. Large outlets, like 


department stores, are more easily 


policed than small ones which do not 
advertise their prices and which deal 
with customers on a more personal 
basis. In consequence, the latter can 
violate price minimums with little fear 
of detection. Some small retailers take 
advantage of this ever-present oppor- 
tunity and others do not. The results, 
are paradoxical. Those who cut prices: 
achieve a discriminatory advantage.. 
They benefit from the law not because: 
it protects them from cut prices cf’ 
others, but because it enables them to 
sell at cut prices which others, incluc- 
ing large rivals, cannot meet. On the 
other hand, those small retailers who 
are unable or unwilling to sell below: 
the price minimums find themselves 


“There is, of course, another aspect of 
the enforcement problem. In a memorandum 
prepared for the Antitrust Division in 1941] 
Corwin D. Edwards, then an economic 
consultant to the Department of Justice; 
wrote, “If the Antitrust Division had thes 
men and the money to examine every re- 
sale price contract which has been written: 
under the cloak of State and Federal 
legislation, and to proceed in every case i 
which the arrangement goes beyond th 
authorizations of the Miller-Tydings amend- 
ment, there would be no resale price prob> 
lem for there would be practically no resale 
price contracts. In the absence of suc 
wholesale law enforcement, the system of 
resale price legislation has become a breedi 
ing ground for restraints of trade such as 
Congress never intended to sanction and did 
not sanction.” Reprinted in the Hearings 
Before the Antitrust Subcommittee of the 
House Committee on the Judiciary, p. 440) 
This problem goes beyond the scope of thii 
article. 
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handicapped in meeting competition by 
the law designed to protect them. 


Price Cutting and the Manufacturer 


The manufacturer is thought to suf- 
fer from price cutting and price wars 
for two reasons: first, because price cuts 
lead the consumer to believe that the 
quality of the product has deteriorated 
and so lead him to reduce his pur- 
chases; second, because retailers are re- 
luctant to stock a product which price 
cutting renders relatively unprofitable. 
Let us briefly examine these points. 

There is some tendency for the con- 
sumer to associate quality with price, at 
least to the extent that he will be wary 
of items whose prices are unduly low. 
This circumstance is of primary rele- 
vance for products that are compara- 
tively unknown—products that usually 
are neither price-maintained nor sub- 
ject to price cutting. It is of little rele- 
vance for nationally advertised products 
that are most subject to price cutting. 
As noted earlier, such products are 
mass-produced and of standardized 
quality. Many, like durable appliances, 
bear a guarantee. Their manufacturers 
are well known and are usually re- 
garded as reputable. For these reasons 
price cuts are much less likely to turn 
the consumer away than they are to 
induce him to purchase.'® A_ possible 


* Far from injuring the reputation of a 
product, those who sell at below-normal 
prices may actually enhance it. Witness the 
following words drawn from an advertising 
brochure of a well-known New York dis- 
count house: ‘“‘Just as the Masters name 
is a symbol of quality and integrity, so are 
the brand names behind Masters. They 
represent manufacturers who have devoted 
their lives to the creation and development 
of fine merchandise. ... Certainly it is 


exception arises where, for reasons 
other than price cuts, the consumer is 
led to doubt a product’s quality. Price 
cuts may then aggravate his doubts and 
lead him to divert his trade. But in 
this case the price cuts play a secondary 
rather than a primary role. 

The charge that price cutting makes 
some retailers reluctant to stock an item 
has little more substance. It is true that 
retailers whose volume suffers because 
they are unwilling to take less than 
some customary markup will reduce 
their orders from wholesalers and man- 
ufacturers. It is also true that if price 
cutting is sharp and frequent, they may 
drop an item altogether. 
neither of these possibilities need mean 


However, 


a fall in the manufacturer’s total sales. 
It is axiomatic that consumers will buy 
more at lower than at higher prices. 
Hence sales may actually rise. Many 
manufacturers employing price main- 
tenance are mindful of this fact. Their 
Jax enforcement of price minimums re- 
sults in part from a recognition that 
any loss in sales through some outlets 
tends to be compensated by a gain in 
sales through those outlets that cut 
prices. 

Experience during the 1951 price 
war tends to confirm this view. Some 
manufacturers claimed disruption of 
their distribution channels and a pur- 
chasing resistance on the part of re- 
tailers. But there is little indication that 
any manufacturer’s annual sales vol- 
ume was damaged appreciably." 


through association with such fine makers 
that people have come to know Masters as 
the store to shop with confidence.” 

“ According to the testimony of a repre- 
sentative of the Sunbeam Corporation, 1951 
sales of that organization in the New York 
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“No evidence has yet been brought 
to the Commission’s attention,” states a 
1931 Federal Trade Commission Re- 
port, “in which there was conclusive 
evidence that an article of real merit 
has been driven off the market by 
price cutting alone.”'* These words 
seem to be as true today as when they 
were written. 

The manufacturer’s primary concern 
is to dispose of as large a volume as 
possible of his product at prices advan- 
tageous to himself. He has no direct in- 
terest in the markup of the retailer or 
in the final price to the consumer ex- 
cept as it may induce a satisfactory 
volume of sales. Why then, unless his 
sales volume is threatened by price 
cutting, should he bother with price 
maintenance at all? The rationale is 
obvious. The retailer is more likely to 
push those products which yield him 
high margins than those which yield 
him low ones. Since price maintenance 
enables the manufacturer to determine 
the retailer’s margin, it permits him to 
bid for the latter’s support in display- 
ing and promoting his product. Thus 
price maintenance may be useful to the 
manufacturer as a competitive mer- 
chandising device which serves to some 


area appear to have been adversely affected 
by price cutting, but it is conjectural 
whether national sales suffered for that 
reason. Hearings before a Subcommittee of 
the House Committee on Interstate and 
Foreign Commerce, of. cit., p. 153. As 
noted in the text, it is perfectly conceivable 
that a manufacturer’s sales should rise be- 
cause of price cutting. This, rather than a 
fall, may well be the rule rather than the 
exception. No manufacturer could be ex- 
pected to confirm it publicly, however. See 
also footnote 11. 

* Federal Trade Commission, Resale Price 
Maintenance, Part II, 1931, p. 162. 


extent as a substitute for his own direct 
sales effort.’® 

Placed in this perspective, the fair 
trade laws lose their stamp as essential 
protective legislation. They become in- 
stead a means for making available a 
particular promotional method. Since 
the manufacturer might well sell more 
under a free than under a fixed price 
arrangement, it is a method of dubious 
value to him. Inasmuch as he possesses 
an array of other merchandising weap- 
ons that are more clearly in his interest 
and the community’s as well, it is 
highly doubtful that he would lose 
much through the repeal of price main- 
tenance. 


The Large Distributor 


We may round out our inquiry by 
asking about the impact of price main-— 
tenance on the large distributor. Inso- 
far as it prevents him from cutting 
prices on branded products, does it 
limit his ability to compete or insulate 
the small retailer and the manufacturer 
from his competition? 

A variety of merchandising tech- 
niques are available to the large dis-. 
tributor. He can employ specialists for> 
advertising and display purposes and! 
can advertise frequently over a wide: 
He can offer credit facilities. 
Where necessary he can provide repair’ 


area. 


service. He is aided in adopting a low’ 
price policy on some items because he: 
can seek out and purchase at the> 
cheapest source. He may be able to) 
stock and promote his own private 


* Manufacturers who do not regard it as: 
useful may nonetheless adopt it under pres- 
sure from organized groups of retailers.. 
This point is important, but its treatment 


goes beyond the bounds of this article. 
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brands. Not least he can offer the con- 
sumer a method of shopping, whether 
the self-service of the supermarket or, 
in certain localities, the advantages of 
mail order buying, which the smaller 
retailer cannot duplicate. 

With these devices at his disposal, 
it is doubtful that he needs to exploit 
branded, price-maintained goods. If it 
is a matter of using nationally adver- 
tised brands for promotional purposes, 
there are many available to him that 
are not price-maintained. They may 
not be quite so suitable as others that 
are price-maintained, since their prod- 
uct-price relationship is less well estab- 
lished. But a sufficiently large price 
reduction would suffice to overcome 
this disadvantage. So assuming effective 
enforcement of fair trade, the inability 
of the large distributor to cut some 
prices would deter him little if at all in 
his use of an aggressive merchandising 
policy. 

In some respects price maintenance 
may even aid the large distributor. Just 
as it gives the violators of price mini- 
mums a standard against which to 
match their own prices, so it gives him 
a standard against which to push his 
private brands. He can fix his prices at 
advantageous levels and vigorously pro- 
mote his products without fear of being 
undersold. Smaller retailers whose 
products are price-fixed on a state and 
national basis find themselves handi- 
capped, if they abide by the price mini- 
mums, in meeting this competition. 

This circumstance may explain why 
so little opposition to fair trade comes 
from large distributors. It may also ex- 
plain in part the growth of private 
brands to the point where they absorb 


about half as many of the consumer’s 
dollars as do nationally advertised 
brands.”° 

The stocking of private brands still 
leaves the large distributor free to 
carry price-maintained national brands. 
He can promote them if he wishes, he 
can play them off against his own 
brands, or he can do both. Thus he can 
do all the small distributor can do and 
more. Where the markup on a popular 
price-fixed item is high, he may find 
profit in carrying it, and in thereby di- 
verting trade from other outlets, even 
though it is marginal to his main prod- 
uct line. An outstanding example is the 
increasing traffic of drug items through 
self-service food stores. The increase 
has been sharp enough over the past 
several years to arouse consternation 
among druggists. But it is the logical 
outcome of a situation where popular, 
packaged, price-fixed drug products 
with a high turnover carry margins 
roughly twice those of more competi- 
tive food items. 


Symptom and Cause Confused 


The error price maintenance advo- 
cates make is to identify the competi- 
tive pressures from large outlets with 
the symptom of price competition on 
nationally advertised brands. ‘Tech- 
niques of distribution have changed 
greatly in the past half-century. Mail 


“EE. B. Weiss, “The New Battle of the 
Brands,” Printers’ Ink, October 20, 1950, 
p. 56. The estimate given for 1950 is $12 
billion on private brands and $20 billion on 
manufacturers’ nationally advertised brands. 
The writer also states on p. 32 that 20 giant 
retailers do a larger volume on their private 
brands than do the 20 largest manufacturers 
of national brands. 
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order houses, chain stores, department 
stores, and more recently the super- 
market have risen to prominence. The 
basic source of strength of these forms 
of retailing does not lie in select and, 
as some would have it, predatory price 
cutting on national brands. Rather it 
lies in retailing practices, including 
pricing policies, that are more conso- 
nant with changed living patterns and 
with changed consumer needs and 
tastes. It is true that during the thirties 
price cutting was rampant and that 
many small — and some large — retail- 
ers were forced to the wall. But the 
cause lay in a severe fall in aggregate 
demand and a resulting excess of sup- 
ply over demand at prevailing prices. 
Such a situation cannot be cured by 
price maintenance or even palliated by 
it. It is also true that large distributors 
sometimes have employed unfair prac- 
tices, like geographic price discrimina- 
tion and monopsonistic buying 
methods, in a systematic effort to 
weaken competition. But again, the 
remedy for such practices lies else- 
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where. Price maintenance will hardly 
touch them. 

Faith in the efficacy of manufac- 
turers’ fixed prices rests upon at least 
three highly questionable assumptions: 
that price cutting and price wars seri- 
ously threaten the small retailer and 
the manufacturer of branded products; 
that price cutting and price wars are 
common in the absence of price main- 
tenance and can be prevented by it; 
and that price maintenance deprives 
large and aggressive distributors of a 
major competitive weapon. In fact, 
price cutting and price wars have been 
far less serious than is generally sup- 
posed. In any case price maintenance 
appears to intensify them rather than 
prevent them and to deprive brand 
manufacturers and small retailers of an 
important competitive weapon while 
depriving the large distributor of noth- 
ing. Over the long run it seems more 
likely to worsen than to improve the 
financial lot of those who have sought 
its protection. 


Background of the Coming Coal N egotiations 


Joun A. CocHRAN 


Assistant Professor of Economics, University of Illinois 


APPROXIMATELY 80 percent of the an- 
nual bituminous coal produced in the 
United States is covered by a collective 
agreement between the 
United Mine Workers of America and 


bargaining 


the representatives of the major coal 
producers’ associations. This means that 
disagreement over the terms of a new 
contract substantially closes down the 
soft-coal industry when a strike ensues. 
So far this year no such strike has taken 
place though the basic coal contract 
provides that it can be terminated as 
of September 30, 1953, or any time 
thereafter provided 60 days’ notice is 
given by either party. If the past some- 
what tumultuous labor history of this 
important basic industry is any sure 
guide we may reasonably expect that 
some time before the winter of 1953-54 
ends, negotiations over the terms of a 
new contract to replace the present one 
will be undertaken. This article, then, 
is based on the assumption that the 
coming months will disclose another 
series of collective bargaining negotia- 
tions in the bituminous coal industry. 
In order to better understand these ne- 
gotiations, when and if they take place 
as expected, some understanding of the 
nature of bargaining in this industry 
is useful, as is some consideration of 
what possible bargaining postures may 
be assumed in any forthcoming wage 
conferences. 


Cost of Coal Strikes 


The most dramatic thing about the 
labor negotiations in the soft-coal in- 


dustry is the frequency of production 
interruptions which have regularly oc- 
curred. It has almost become passé 
to refer to the National Emergency dis- 
putes of the coal industry, so common 
have they become. Nevertheless voices 
are still raised in the halls of Congress, 
whenever the miners walk out on strike, 
demanding that something be done to 
stop that wild man Lewis from ruining 
the country; and editorial writers in- 
variably have a field day pointing out 
the millions of man-days lost and the 
millions of tons of coal irrevocably lost 
to the nation’s industries. In the midst 
of this almost annual hue and cry of 
rack and ruin a small, still, professorial 
voice has been raised in protest. In an 
article in the September, 1953, issue of 
the American Economic Review Pro- 
fessor C. Lawrence Christenson of In- 
diana University advances what he 
calls “the theory of the offset factor” 
which suggests that much of the loss in 
production and wages in the coal in- 
dustry due to recurrent strikes may be 
more apparent than real. 

The theory of the offset factor de- 
pends on two other factors, one of 
which is called the 
offset factor” while the other is referred 
to as the “time-shift offset factor.” 
“The basic characteristic of the cur- 
rent-transfer offset factor in the coal 
industry is the ability to move orders 
from mines where coal production has 
been impaired by a dispute, to mines 
not so affected .... The time-shift off- 
set factor does not mean any transfer 


“current-transfer 


[ 29 ] 


30 CURRENT ECONOMIC COMMENT 


of orders but is simply the power of 
mines, whether directly affected by a 
dispute or not, to move production 
from one operating period to another. 
This time-shift factor itself has two as- 
pects, one of which I call ‘anticipatory’ 
and the other ‘retroactive.’”* This 
theory of the offset factor though not 
necessarily restricted to the coal indus- 
try is presumed to have the greatest de- 
gree of applicability when unused or 
excess productive capacity exists and 
when a large number of independent 
firms are producing a_ substantially 
homogeneous product. 

To the extent that Professor Chris- 
tenson’s theory of the offset factor 
comes to be generally accepted as valid 
(and additional empirical studies are 
under way), a reorientation of many 
people’s thinking about problems of 
“National Emergency strikes” such as 
those in the coal industry may take 
place. To the extent that a coal strike 
merely shifts coal production (and pro- 
duction of other items such as steel) 
over time by accumulation or reduction 
of coal stockpiles or merely redistrib- 
utes coal orders and coal production 
among the available coal producers at 
any given time so that the nonunion 
coal producers help to fill up the void 
left by the union producers on strike, 
we would have to conclude that the 
cost effects (either in money or real 
terms) of most coal strikes have been 
greatly overstated in popular accounts 
of the matter. 


*C. Lawrence Christenson, “The Theory 
of the Offset Factor: The Impact of Labor 
Disputes Upon Coal Production,” American 
Economic Review, September, 1953, p. 523. 


Three Parties to the Coal Negotiations 


In considering the nature of collec- 
tive bargaining in this industry, which 
either functions smoothly and thereby 
quickly produces a new signed contract 
or, more typically it would appear, 
breaks down and results in a strike, we 
find that there are three major parties 
represented directly or indirectly at 
every coal wage negotiation on the 
national level. These three parties are 
the operators, the miners, and the pub- 
lic, the latter being represented by 
agencies of the Federal government. 
Practically no coal contract is nego- 
tiated or goes into effect without all 
three parties having some influence on 
its form and content. Let us consider 
each of these three parties in turn. 


The Operators 


There are approximately 7,500 mines 
in the United States owned and oper- 
ated by about 5,000 coal-mining com- 
panies. They range in size from a one- 
man truck or wagon mine to the Pitts- 
burgh Consolidation Coal Company, 
which produces approximately 5 per- 
cent of the total annual production of 
bituminous coal. 

The general picture one gets is that 
of a highly competitive industry with 
each mine fighting to retain or expand 
its small share of the total market. 
Furthermore, and this is of great im- 
portance in understanding the eco- 
nomic consequences of the annual wage 
negotiations, the coal industry is a de- 
clining industry, both absolutely and 
relatively. Total soft-coal production 
last year was about 465 million tons_ 
which represented almost 70 million - 
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tons less than the total output in 1951.’ 
Total soft-coal production this year is 
estimated by the National Coal Associ- 
ation at about 435 million tons which is 
about 30 million tons less than last 
year. This decline of the coal industry 
is neither recent nor temporary but 
represents the long-run 
trend of the last thirty-two years, in 


continuing 


which the percentage of total energy 
consumption supplied by oil and gas, 
coal’s competitors, has steadily in- 
creased while the percentage of total 
energy consumption supplied by coal 
has steadily decreased. This great diffi- 
culty in selling mined coal means that 
many mines have been operating on a 
four-day workweek (particularly dur- 
ing the slack summer season) and, 
furthermore, that many marginal mines 
are being gradually squeezed out of 
business. (I say gradually since a coal 
operator with a large fixed capital in- 
vestment is likely to stay in business as 
long as his total revenue is greater than 
his out-of-pocket expenses. ) 

For bargaining and trade purposes, 
since each mining company is relatively 
weak by itself, most operators are 
banded together in local, regional, and 
even national associations of coal oper- 
ators. The two associations which con- 
cern us most here are the Bituminous 
Coal Operators’ Association (founded 
in 1950 and representing approximately 
185 million tons of annual bituminous 
coal production), which is headed by 
Harry Moses, former head of U. S. 
Steel’s coal-producing subsidiary, and 


2U. S. Bureau of Mines and Bureau of 
Labor Statistics data, as quoted in Coal Age 
for February, 1953, p. 70. 
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the Southern Coal Producers’ Associa- 
tion (representing approximately 90 
million tons of annual coal production), 
which is headed by Joseph Moody, 
former Senator from West Virginia. It 
is with one or both of these operator 
associations that Lewis, for the miners, 
usually first negotiates and signs his 
wage contracts. Although there are 
three other important groups of coal 
operators,* they and many other indi- 
vidual operators quickly accept and sign 
the new negotiated agreement once it is 
a fait accompli. Even nonsignatory oper- 
ators almost invariably up their wages 
and other fringe benefits so as to keep 
the advantages enjoyed by their miners 
in line with the terms of employment 
prevailing in union mines. Incidentally, 
it might be well to point out here that 
this nonunion sector of the soft-coal 
industry has increased somewhat in re- 
cent years from approximately 20 per- 
cent to perhaps as high as 25 percent. 
This increase has been a direct result 
of the competitive pressure 
placed on the coal industry and the 
greater productivity prevailing in some 


severe 


nonunion mines, particularly in the 
surface or strip mines. 

The important thing to notice here is 
that the operators’ bargaining front is 
divided into at least two major seg- 
ments (with five segments in all). The 


“The  Illinois-Indiana mine _ operators, 
some of whom negotiate with the Progres- 
sive Mine Workers of America but all of 
whom bolted the Moses Association in 1952 
when they were worried about the influx of 
coal from the nonstruck Western mines; the 
Western mines which encompass all bitu- 
minous and lignite mines west of the 
Mississippi River; and the nonunion mines 
in Ohio, Kentucky, and Tennessee. 
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Bituminous Coal Operators’ Associa- 
tion, representing the steel captive 
mines and the important northern com- 
mercial operators, and the Southern 
Coal Producers’ Association, represent- 
ing an important grouping of southern 
commercial operators, do not ordinarily 
present a common front to the union 
cither in positions taken on major wage 
and fringe issues or on bargaining tac- 
tics to be followed. The operators’ loss 
in this respect is obviously the union’s 
gain. 

Previous divisions between northern 
and southern coal operators (expressed 
during the course of the Appalachian 
Joint Wage Conferences of the thirties 
and early forties) became a real split 
in 1941 when Lewis succeeded, aided 
by the northern operators, in eliminat- 
ing the once standard North-South 
wage differential. This wage concession 
which the southern operators felt was 
forced on them has never been ac- 
cepted by them with equanimity. Every 
wage negotiation since 1941 has been 
punctuated by the southern operators’ 
demand for a restoration of the old 
wage differential and the forthcoming 
negotiations promise to be no excep- 
tion. The ghost of that differential has 
so effectively stalked the conference 
halls of the National Wage Conferences 
(so called since 1945) that almost in- 
variably the southern operators have 
insisted on separate bargaining sessions 
with the union. The only effect has 
been that the southern operators have 
become the tail to the northern opera- 
tors’ kite in that the written national 
wage contract is the one reached by the 
northern operators and the union. De- 
spite all of their public bluster to the 


contrary the southern operators usually 
fall into line quickly after the basic 
contract is agreed upon. 


The Union 

The United Mine Workers of Amer- 
ica with some 400,000 members is the 
union in the coal fields. (Its only com- 
petitor is the Progressive Mine Workers 
of America, composed of a dissident 
group of miners who left the United 
Mine Workers in the early thirties and 
whose membership is largely confined 
to southern Illinois.) 

It has been outstandingly successful 
in attaining many of its objectives in 
recent years. The power of the UMWA 
has been due to the following factors: 


(1) The almost complete coverage of 
the industry. 

(2) A well-disciplined and unified 
union membership. When Lewis says 
“walk out” the miners walk out. When 
Lewis orders a three-day workweek the 
miners report for work only on Mon- 
day, Tuesday, and Wednesday. Many 
military commanders might well envy 
this prompt and unified execution of 
orders. 

(3) A strongly centralized political 
organization within the union. There 
was only one slate of candidates at the 
recent election of union officers. Fur- 
thermore, many of the constituent dis- 
tricts of the UMWA are lacking in 
autonomy in that their district presi- 
dents are appointed by Lewis rather 
than elected by the membership as orig- 
inally provided for in the union’s con- 
stitution. 

(4) An aggressive and_ intelligent 
leadership. Whatever one may think 
about the wisdom of particular actions 
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of Lewis or their possible unfavorable 


(0) OO = 


_ popularity has 


effect on the public welfare one must 
concede that Lewis’s leadership has 
been bold and effective in gaining spec- 
tacular benefits for his union miners. 
Lewis has often been called, as he was 
by Business Week this July, “labor’s 
best bargainer.” There have been con- 
tinuing adverse effects on employment 
of miners by ever-higher wages due to 
coal losing more ground to its fuel com- 
petitors and due to the frantic efforts 
of operators to buy mining machines to 
take the place of high-cost labor. De- 
spite these effects, Lewis consciously 
and deliberately seeks a higher stand- 
ard of living for a constantly shrinking 
number of coal miners. He once clearly 
stated this policy by declaring: “Better 
half a million men at good wages and 
high standards than a million in pov- 
erty and degradation.”° 

(5) A strong union treasury. Cur- 
rently the UMWA has over $40 million 
in its regular union treasury and over 
$90 million in the Health and Welfare 
Fund. (The Fund had on hand as of 
June 30, 1953, some $92 million.*) 

(6) The unifying effects on miners 
of continual public attack. The miners 
often interpret the various “get Lewis” 
campaigns as really being designed to 
strike at them and the wage and other 
benefits they have received through 
Lewis - negotiated contracts. Lewis’s 
been higher 


never 


among the miners, as demonstrated by 
the record vote he received in the re- 
cent referendum. This becomes even 


° Quoted in Coal Age, June, 1953, p. 72. 

® United Mine Workers of America Wel- 
fare and Retirement Fund, Report for the 
Year Ending June 30th, 1953, p. 3. 
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more impressive when it is realized that 
UMWA membership has been steadily 
falling off in absolute numbers since 
Lewis first became president in 1919 so 
that the percentage of union miners 
voting for Lewis is also a record figure. 

(7) A prolabor bias of the legal 
structure and the Federal government. 
This factor was of particular impor- 
tance before the passage of the Taft- 
Hartley Act in 1947 and the election of 
the Eisenhower administration in 1952. 
Even now, however, labor’s political 
power and influence cannot safely be 
disregarded by either party. Recog- 
nition of this political reality was dem- 
onstrated when the first Secretary of 
Labor in the first Republican adminis- 
tration in twenty years was a labor 
leader, Martin Durkin, and a registered 
Democrat at that. Even when the part- 
ing of the ways occurred and Durkin’s 
successor was selected from among the 
ranks of business management, the Ad- 
ministration chose James Mitchell, a 
personnel expert who had a record of 
dealing fairly and satisfactorily with 
organized labor over a good many 
years. 

(8) The existence and operations of 
the Health and Welfare Fund. The 
Fund, created by the Krug-Lewis agree- 
ment of May 29, 1946, after the Fed- 
eral government had seized the mines 
on May 21 under the War Labor Dis- 
putes Act, reported a year ago that up 
to that time it had paid out $126,504.,- 
522 for 257,949 beneficiaries.’ 

(9) And, finally of course, the per- 
sistence of a basic split in the operators’ 


‘Fund figures as reported in Coal Age, 
February, 1953, p. 73. 
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ranks. This split has obviously increased 
the relative strength and effectiveness 
of the miners’ union. With the necessity 
of consulting no one but himself before 
taking a new tack in bargaining nego- 
tiations, Lewis has often carried the 
day against the numerous and often 
divided operators. Even in 1953 there 
is no single spokesman for the operators 
comparable with the single spokesman 
for the miners. 


The Federal Government 


We find that the influence of the 
Federal government has ranged all the 
way from the Federal Mediation and 
Conciliation Service offering its “good 
offices” to the securing of injunctions 
against the union in Federal courts and 
even as far as seizure of the mines dur- 
ing a prolonged dispute and work stop- 
page said to endanger the public health 
and safety. 

The first act in the drama of postwar 
intervention by the Federal government 
occurred in 1946 when, after prolonged 
and acrimonious argumentation —be- 
tween the miners and the operators re- 
sulting in a lengthy coal strike of 52 
days duration, the President issued an 
executive order on May 21, 1946, under 
the provisions of the War Labor Dis- 
putes Act seizing the mines and entrust- 
ing their administration to the then 
Secretary of the Interior, Julius Krug. 
Krug immediately concluded an agree- 
ment with Lewis in which the mine 
leader received most of what he had 
been asking for, including the establish- 
ment of a Health and Welfare Fund for 
the miners. Despite this favorable agree- 
ment Lewis insisted on unilaterally ter- 
minating it later in the year and found 


himself thereupon slapped in the face 
with a Federal District Court injunc- 
tion. Violating the terms of this in- 
junction resulted in the UMWA being 
fined $3,500,000 and Lewis $10,000 on 
December 4, 1946. (The fine against 
the union was reduced to $700,000 by 
the Supreme Court on March 6, 1947.) 
A subsequent strike beginning on 
March 16, 1948, occurring after the 
mines had been turned back to their 
private owners and centering around 
details of administering the Welfare 
Fund, was terminated in April only 
after the government had _ secured 
another injunction (this time under the: 
emergency provisions of the 1947 Tafi-. 
Hartley Act) and the Federal District! 
Court had imposed another set of dual 
fines, amounting to $1,400,000 on the: 
union and $20,000 on Lewis personally. 
These punitive activities of the Fed-. 
eral government were supplemented by; 
the appointment of the Presidential 
Fact-Finding Boards in the 1948 dis- 
pute (on March 23, 1948) and in the 
1949-50 dispute (on February 6, 1950). 
Under the terms of the Taft-Hartley. 
Act these Boards were prevented from 
making positive recommendations and 
had to be content with getting a state- 
ment of the issues in dispute from the 
parties involved.® 
Furthermore, as during the period of 
World War II, some of the postwar 
wage agreements have had to be ap- 
proved by the appropriate government 
stabilization agency. This was the case 
for last year’s coal contract which called 
* Report to the President: The Labor Dis: 


pute in the Bituminous Coal Industry, 
February 11, 1950, p. 7. 
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for a ten-cent increase in the royalty 
payment (from thirty cents to forty 
cents) and for a $1.90 hike in straight- 
time daily wages. Although the Wage 
Stabilization Board would approve only 
$1.50 of the proposed $1.90 increase, 
they were overruled by President Tru- 
man on December 3, 1952, when he 
granted the miners the full amount of 
their negotiated wage increase. 

It is obvious from a recital of these 
facts that the Federal government is 
the invisible “third man” sitting in on 
the bargaining sessions between the op- 
erators and the miners. 


Negotiating a Coal Contract 


The machinery for bargaining in the 
thirties and early forties was the Appa- 
lachian Joint Wafe Conference, in 
which 68 operator representatives and 
76 union representatives were seated. 
This unwieldy group had to be reduced 
to a committee of 16 which would then 
appoint a subcommittee of 8 from its 
own membership. Usually an even 
smaller number of representatives was 
involved in drawing up the actual 
terms of the new contract. In the words 
of Harry Moses, president of the Bi- 
tuminous Coal Operators’ Association: 


At long last, usually 2 or 3 days before 
the contract was due to expire, a couple 
of leading operators would get together 
with John Lewis and Tom Kennedy and 
start to bargain. With or without a strike 
these 4 — sometimes just 2 — would finally 
make a deal which would be forwarded 
back through the various committees to the 
entire Appalachian Conference for inevi- 
table ratification. Amid much handshaking 
and the glare of news camera flood lights, 
another coal contract would be christened. 
It probably had been born in the privacy 
of a hotel room several blocks from the 


conference meeting or in a private tele- 
phone conversation that all too often had 
a high government official plugged in.® 

The procedure of the fifties differs 
little from this except that the original 
bargaining conference is called the 
National Wage Conference (when all 
of the operators meet in session to- 
gether) although it is almost invariably 
soon divided into separate northern and 
southern wage conferences with Harry 
Moses bargaining for the northern op- 
erators and Joseph Moody bargaining 
for the southern operators. The final 
agreement for the entire soft-coal fields 
is usually the one signed between Lewis 
and Moses. 


Coal Bargaining in 1953-54 


What will coal bargaining be like in 
1953-54? After considering the basic 
underlying factors which determine the 
climate and conduct of past and future 
negotiations we might take a brief look 
at what may be in store for the coal 
industry and the country in 1953-54. 
The present coal contract provides that 
it can be terminated as of September 
30 or any time thereafter after 60 days’ 
notice by either party. Since no termi- 
nation notice had been given by either 
party as of late November, 1953, this 
means that there can be no strike be- 
fore late January or February, 1954. If 
neither party terminates the contract it 
continues to run. 

The union, as usual, has not given 
any hint of its demands, either as to 
substance or to timing, in regard to 
contract revision. However, with many 


° Harry M. Moses, “Collective Bargaining 
in the Bituminous Coal Mining Industry,” 
Mechanization, June, 1953, p. 114. 
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industrial workers receiving wage in- 
creases this year, e.g., the eight to nine 
cents an hour range received by the 
steelworkers’ union for its members, it 
is almost a certainty that Lewis will not 
be content to see his miners by-passed. 
Furthermore, the royalty payment ex- 
acted in the anthracite fields (fifty 
cents a ton) is already higher than that 
in the bituminous coal fields (forty 
cents a ton) providing a possible prece- 
dent for asking for a hike in the latter. 
One possible demand or proposal of 
the UMWA might be a scheme which 
was widely attributed to the miners’ 
union in the negotiations last year and 
which they may have only temporarily 
shelved. This is a plan for “stabilizing” 
the bituminous industry through pro- 
duction and marketing allocations and 
quotas in a way similar to the plan now 
in effect in the anthracite industry. 
Once the bituminous coal contract was 
signed last year John L. Lewis had this 
to say about the widely rumored sta- 
bilization plan of the UMWA: 

There is much merit to the thought that 
eventually the coal industry will have to 
work out a stabilization plan of some kind, 
perhaps conforming in general purpose and 
structure to the stabilization plan that is 
now in effect and has been in effect in the 
anthracite industry. . . However, it is not 
probable or even possible, in my mind, 
that such a plan can be worked out in time 
to be utilized in the agreement now under 
discussion and it is a project to which the 
industry should devote itself when the ne- 
cessity for haste does not exist, and mature 
consideration can be given to all the fac- 
tors that may be involved.” 

It is not clear whether Lewis and the 
operators will decide that this year is 


United Mine Workers Journal, October 
1, 1952, p. 4. 


the year for giving “mature consider- 
ation” to such a private cartel scheme 
for the soft-coal industry. That some 
doubt may now exist in Lewis’s mind as 
to the practicability or feasibility of 
such a plan for an industry with a so 
widely scattered ownership was evi- 
denced by a remark he made in a 
speech delivered on October 1, 1953: 
“T am sorry that we do not have in the 
bituminous coal industry the counter- 
part of the Anthracite Board of Con- 
ciliation. But the divided counsels on 
the investment and management side 
of that industry, stemming from geo- 
graphical, geological and competitive 
relationships, have as yet made it im 
possible.”’*+ 

When we consider the operators’ ap- 
proach to the forthtoming negotiations 
we find a difference in the approach ot 
the southern operators as compared 
with that of the northern operators. 
The northern group has kept discreetly 
silent. They have not even “leaked” 
any stories to the press on what their: 
demands or possible counterdemands to | 
those which Lewis might make could. 
be. In sharp contrast to this procedure, , 
Joseph Moody has already started beat-. 
ing the publicity drums loud enough) 


for all to hear that he and his group) 
are not even willing to sign a renewal | 
of the present contract, but rather wanti 
the existing contract modified to allow’ 
the southern mines wage relief by re-- 
storing the old North-South wage dif-- 
ferential. Speaking before the Exchange 
Club of Charleston, South Carolina, on) 
“The Crisis in Coal” Moody declared! 
that the southern coal industry is a 


“ Ibid; October 15, 1953) pai2: | 
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“sick industry.” Referring to the pos- 
sibility of a wage increase demand by 
Lewis, Moody said: 


Such an increase can result in nothing 
but disaster and chaos. It will wreck our 
southern industry, put most of our workers 
on relief and bring an end to prosperity in 
the sections dependent on coal... . If 
realities were recognized, the union and the 
southern operators would have little diffi- 
culty in reaching an agreement which 
would be beneficial to both. They would 
write a contract which would restore wage 
differentials and would restore healthy 
competition to the coal industry.” 


As of this date no one would be bold 
enough to make a specific prediction as 


to the exact course which the negotia- 
tions will take and the exact terms of 


the new contract. One can predict that 
there will be coal negotiations this year 
(1953-54) and that the possibility of a 
strike in at least the southern coal fields 
is not inconceivable. Bituminous coal 
and lignite stocks in September aver- 
aged 71 days’ supply and were at that 
figure on October 1.1° The Bureau of 


"The Black Diamond, July 25, 1953, p. 
a]. 

% Bureau of Mines, Weekly Coal Report, 
Stocks and Consumption of Bituminous Coal 
and Lignite, November 6, 1953, p. 1. 


Mines in the past has generally consid- 
ered that anything less than an average 
of 30 days’ requirements is “near to the 
danger point to the national economy 
and welfare.” Hence, if present coal 
stocks are maintained or even increased 
(as a result of the unseasonably warm 
weather in the fall of 1953), the 
country could stand nearly a six weeks’ 
strike in the coal fields before the 
danger point was reached. In fact, it is 
likely that there would even be some 
operators who would welcome a strike 
for a few weeks since it would allow 
them the chance to work off their 
present excess stocks, as well as those 
stocks in the hands of dealers and in- 
dustrial and would thus 
permit a firming of market coal prices. 
This is particularly true of those op- 
erators who are at present “tempo- 
rarily” closed down or who are working 
on a restricted workweek basis. In any 
case it is apparent that Lewis, with his 


consumers 


usual astuteness, is waiting until the 
onset of cold weather to present his 
almost annual set of wage and other 
demands on the soft-coal industry. 


Resurgent German Exports to Latin America 


Paut NATHAN* 


AmonG the economic developments 
since the close of the Second World 
War, none is more worthy of note than 
the rapidity with which Germany has 
re-entered the world’s export fields as a 
major competitor. The present study is 
devoted to Germany’s re-emergence as 
a major exporter to Latin America, 
where she has once more established 
her prewar prominence as an impor- 
tant supplier of industrial goods. Con- 
sideration will be given Germany’s 
capacity to produce and need to sell as 
against Latin America’s ability to ab- 
sorb goods. Something will be said also 
of the relative displacement of England 
as a source of goods for Latin America 
and an effort will be made to ilumi- 
nate the special currency and credit 
conditions which channel German sales 
and which of late have interfered with 
their continued upswing. 


The Background 


“To prevent Germany from ever 
again becoming a threat to the peace 
of the world” was named as the prin- 
cipal Allied objective when, eight years 
ago, General Eisenhower marched into 
the Reich. Industrial disarmament and 
demilitarization of the country was one 
of the goals of the occupation. 

Under different circumstances the 
Allies might have carried out their in- 
tention to neutralize Germany as an 
industrial potential, but in the world of 
the late 1940’s that was not to be. 


* Mr. Nathan holds a Ph.D. in history; 
his book Mexico Under Cardenas is to be 
published in Mexico City next March. 
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When the international situation 
caused the United States to send $4 
billion in aid to the defeated country, 
American voices were among the first 
to call for a restoration of Germany’s 
industrial plants so that renewed ex- 
ports might enable her to subsist with- 
out trans-Atlantic gifts. In consequence : 
Germany’s gutted industrial establish-. 
ments were allowed to rise like so) 
many phoenixes from the ashes. 

The German economy had been se) 
thoroughly disrupted that even in Oc-. 
tober, 1945, five months after the end! 
of the War, the Military Government 
of the United States Occupation Zone 
reported merely 15 percent of the» 
Zone’s industrial plants producing at: 
all, with an output of only 5 percent; 
of their prewar capacity.* Nevertheless, 
in the succeeding months, industry re-- 
gained its vigor, so that steel produc- 
tion, which had been 14.2 million tons; 
in 1936, was 2.5 million tons in 1946 


in the American and British zones. By; 
1948, 
tons.” The over-all industrial index shot 


“Bizonia” produced 5.3 million 


up phenomenally as is shown in 


Table 1. 


*United States Military 
Weekly Information Bulletin, 
1945. 

* Office of Military Government for Ger- 
many, Report of the Military Governor, Sta- 
tistical Annex, February, 1949, p. 118. “Ger- 
many’ hereafter refers to the American and: 
British Occupation Zones and the Federal! 
Republic of Germany (Western Germany). 
Data on the French Zone were unavailable 
to the writer, and the German Democratic 
Republic (Eastern Germany) has not beer 
considered in this article. 


Government, 


October 6,. 
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Table 1. Over-all Industrial Index for 
German Production, 1947 to 1953 


(1936 =100) 
Par ee... 40 
oe Re ee eee 63 
WEIS eg poe as. 90 
Dt) ne orale ena 113 
Lele. eee 135 
Bee 144 
eg Te a 152 


Sources: Report of the Military Governor, Statis- 
tical Annex, February, 1949, p. 112; Monthly Re- 
port of the Bank Deutscher Laender, August, 1953, 
p- 81. Compensation has been made in this 
index for the loss of the eastern territories. 


Some individual groups 
showed striking gains by 1953. Thus 


industry 


the index for machinery production in 
July, 1953, was 173, precision instru- 
ments were at 174, the index for 
vehicle construction was 201, and elec- 
trical equipment stood at 318. 

Soaring production alone could not, 
however, enable Germany to proceed 
under her own power. Her main grain- 
producing regions were lost to the 
Soviet area, and much food had to be 
imported. Already in 1947, the impla- 
cable Socialist Kurt Schumacher had 
taught his followers that Allied occu- 
pation authorities were responsible for 
food shortages because they had pro- 
vided insufficient export opportunities. 
In official circles plans were already 
under discussion for raising German 
exports to an annual value of $1.9 bil- 
lion — an amount comparable to the 
prewar exports of the whole Reich ter- 
ritory. 

Searching for markets, postwar Ger- 
many surveyed her trade 
areas. The shattered Western European 
countries were unable to absorb their 
accustomed quantities of merchandise. 


The new Middle and Far Eastern 


former 


countries were still too feeble to lean 
upon. Opportunity in Eastern Europe, 
which once had absorbed 12.5 percent 
of Germany’s exports and had provided 
14 percent of her imports as well,? had 
been reduced because the altered po- 
litical situation made trade difficult in 
the East. In 1950, the eastern trade 
was only one-fourth of its former vol- 
ume. The loss of these markets was felt 
nowhere more keenly than in Ger- 
many’s No. 1 seaport, Hamburg. “I 
have never ceased to point out,” wrote 
one authority, “that more than 50% 
of Hamburg’s exports before the war 
was consigned to points east of Lu- 
beck? 

If Hamburg was a major share- 
holder in the eastern trade, she also 
had an in Latin American 
commerce with its shipping potential: 
10.4 percent of Germany’s 1937 ex- 
ports had gone to Latin America,’ and 
roughly 15 percent of Latin America’s 
imports had come from Germany in 
the same year.® Surely, it was believed, 
this trade might be launched anew. 


interest 


Latin America Receptive 


On the western shores of the At- 
lantic the gap of the war years had 
seen both natural and artificial ad- 
vances. Between 1937 and 1947 the 
population of Latin America climbed 


* United States Department of Commerce, 
Bureau of Foreign and Domestic Commerce, 
Foreign Commerce Yearbook, 1939, p. 54. 

* Wirtschaftsdienst, June, 1949, p. 10. 

° Foreign Commerce Yearbook, 1938, 
passim. 

® United Nations, Secretariat for the Eco- 
nomic Commission for Latin America, Eco- 
nomic Survey of Latin America in 1948 
(Lake Success, 1949), p. 205; and Foreign 
Commerce Yearbook, 1938, passim. 
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Table 2. Dollar Value of German 
Exports Since 1945, and Annual 
Percentage Increase 


Table 3. Dollar Value of German Exports 
to Latin America Since 1946, and 
Annual Percentage Increase 


Vear Millions of Percentage Wear Thousands of | Percentage 
dollars increase dollars increase 

UO AS ee teria tos 40* LAG sees 95 

WAG eee c= | GA 303 LAT: ee ae 378 298 
OAT es chan 2250 40 LAS eee me 10,000 2,546 
iN he sae eee SO 166 NF ew With 32,000 220 
OBO Rr ok: 1,123 87 LOS OSM ee 153,000 378 
ISOs aoe 1,981 76 POS Ie gas ee 370,000 142 
Gal ewe ee 3,473 75 LOS 2 ae Reese 382,000 | 3 
Gre, eee ne 4,026 16 


* Bizonal area only. 

Sources: Report of the Military Governor, Statis- 
tical Annex, February, 1949, p. 178; Wirtschaft 
und Statistik, March, 1952, p. 106; Wartschafts- 
dienst, April, 1953, p. 261. 


by more than 22 percent, whereas 
manufacturing production in_ the 
major countries of Argentina, Brazil, 
Chile, and Mexico was boosted 50 
percent. During the War, one survey- 
ing group had recommended further 
industrial and transportation progress.’ 
To the Latin Americans, the war years 
had revealed a panorama of industrial 
opportunities even as dislocations had 
caused sporadic paralysis. Perhaps this 
combination of crises and chances con- 
firmed several Latin American states 
in their decision to advance industrial- 
ization. Self-sufficiency in steel was 
scanned and _ projected by several 
countries. 

Industrializing measures in underde- 
veloped countries tend to be dominated 
by the conditions of machinery im- 
ports. During World War II it was 
predicted that in the coming peace 


Latin America’s machinery would be 


"George Soule, David Efron, and Norman 
T. Ness, Latin America in the Future World 
(New York: Farrar and Rinehart, 1945), 
yon, lO) see 


Sources: Report of the Military Governor, Statis- 
tical Annex, February, 1949, p. 178; Wartschaft 
und Statistik, March, 1952, p. 106; Wortschafts- 
dienst, April, 1953, p. 261; United Nations, 
Secretariat for the Economic Commission for 
Latin America, Economic Survey of Latin America 
in 1948, p. 255. 


supplied by Great Britain and _ the 
United States. Those who made the 
prediction apparently had no thought 
of Germany as a factor in the postwar 
era.® 

In reality, some Latin Americans 
soon looked to Germany rather than 
the United States. A Brazilian journal 
observed — and the observation might 
be applied to the Argentine as well — 
that despite extensive American coffee 
purchases the economies of Brazil and 
the United States were not truly com- 
plementary. Germany, on the other 
hand, as a nonproducer of cotton and 
tobacco, and lacking in meat, woods, 
and leather, was the ideal counterpart 
of Brazil’s potential.® 

Postwar German exports, under- 
taken with the good wishes of the oc- 
cupiers, began in 1945 with a modest 
$40 million and, as Table 2 shows, 
multiplied astonishingly from then on. 


*Tbid., p. 308. | 

* Comercio Internacional, Boletin Mensal | 
de Carteira de Exportagdo e Importagdo do 
Banco do Brasil, September, 1951, p. 68. 
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Latin America’s share of these ship- 
ments, beginning in 1946, compares as 
shown in Table 3. 

From these figures one can compute 
the percentage of the total German 
exports which went to Latin America 
as follows: 


eT I te 2.38% 
POOP se a A 
Re ak aed Sys: 4.44 
ae eee 2.85 
Ceara ieee Te 
5 a 10.65 
Le ee 9.50 


The latter two figures indicate that 
Germany has restored her export vol- 
ume to Latin America to approxi- 
mately where it was in 1937. Indicative 
of the phenomenal growth of trade was 
the number of regularly scheduled ship 
sailings from Hamburg for Latin 
America. In 1938 there had been 603 
such voyages. The lean postwar year 
of 1948 saw only 52, but three years 
later 402 regularly scheduled sailings 
from Hamburg to Latin America were 
registered.*° 


Export Items 


Machinery, vehicles, electrical goods, 
and precision instruments paced the 
German production boom. They also 
figured most prominently among the 
exports, as Table 4 shows. 

Impressive as the rise of German ex- 
ports was in the postwar period up to 
1951, they were even higher in 1952 
(see Table 3). Germany, where alles 
kaput had been the watchword in 1945, 
agreed to export a whole steel plant to 
Brazil,‘? while exploratory talks looked 


” Wirtschaftsdienst, May, 1952, p. 318. 
" Foreign Commerce Weekly, September 
POD 2 Dao: 


Table 4. Value of Selected German 
Exports to Latin America 
(Thousands of dollars) 


Commodities 1950 1951 
Machinery =.= een lo 4.19) 87,142 
Weliclesstae ere 8,595 31,690 
Electrical goods... ... 5,830 18,690 
Watches, optical, musi- 

cal, and precision | 
iAStLUIMEMtS . | a2 cee 7,760 16,809 


Sources: Wirtschaftsdienst, April, 1952, p. 
251; and June, 1952, p. 385. The Deutsche 
mark figures have been converted at the rate of 
$1.00 =DM 4.200004, as given in the Monthly 
Report of the Bank Deutscher Laender, Au- 
ust LIS2-epy dire 


Table 5. Value of British and German 
Exports to Latin America, 
1938 and 1946-50 
(Thousands of dollars) 


Year Kinedom Germany 
NOS By es packer eaten 124,283 237,947 
TOAG RAS aye 2 stat ys 210,651 95 
OA in wrens pe 2 330,247 378 
roe ete ies Aes 487,993 10,000 
TORO eicte, eee 499,810 32,000 
SS Oe werent uarege 450,148 153,000 


Source: Foreign Commerce Yearbooks, p. 5. 


to the sale of blast furnaces to Mexico.” 
In 1952, new trade agreements were 
signed with a consistent show of 
German advances. In fact, Germany 
forged ahead much faster than her 


nearest rival, Great Britain. 


Germany vs. Great Britain 


It has been remarked already that 
a group of writers concluded during the 
war that Great Britain and not 
Germany would reap the harvest of 
peacetime trade with Latin America. 


2 Tbid., September 1, 1952, p. 5. 
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Table 6. Value of Brazilian Imports from 
the United Kingdom and from 
Germany, 1950-53 
(Thousands of dollars) 


Year ‘Kingiom Germany 
OS OeMewarats cttscsr ev apa 133,633 18,805 
OOF stars ioecearone ovecvne 168,444 110,562 
OS Ze emer aiierceae ys ISOS, £89,952 
1953 (Jan.-May)... 23,824 33,554 


Source: Courtesy of the Brazilian Govern- 
ment Trade Bureau. 


Hard pressed Britain actually exported 
above its own prewar volume and far 
more than beaten Germany in the 
initial postwar years, as Table 5 shows. 

No figures are available which would 
permit a continuation of this compara- 
tive table into the years 1951 and 1952, 
but it appears that in the latter year 
Germany dwarfed Britain in her ex- 
ports to some countries. In this respect 
a comparison of German and British 
sales to Brazil for the years 1950 to 
1953 is revealing (Table 6). 

From this table it is evident that 
German exports to Brazil surpassed 
those of England beginning in 1952. 
Other countries’ trade figures, too, have 
shown trends which gave Britain cause 
for worry. Colombia’s imports from 
Germany were one-ninth those of the 
United Kingdom in 1949, but already 
in the following year the two countries 
were almost even.'* Even Argentina, 
once dubbed “Britain’s Fifth Domin- 
ion,” felt the trend. The United King- 
dom shipped six times the value of 
German goods to the Argentine in 
1950, but in the next year Britain was 


* Anales de Economia y Estadistica (Bo- 
gota), January-March, 1952, p. 127. 
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only 36 percent ahead.** The data show 
that Germany’s exports to Latin Amer- 
ica in 1951 were 140 percent over those 
of 1950, whereas Britain’s had increased 
by no more than 6 percent. In the first 


half of 1952, Germany’s share was 
whereas © 


raised another 
Britain gained only 1 percent.’ 

Since 1950, British efforts have been 
subjected to embarrassments by the 
demands of the North Atlantic Treaty 
Organization. The prediction was made 
in 1951 that Britain’s South American 
trade would eventually be curtailed 
because of defense 
Germany, on the other hand, no longer 
burdened by the armaments race of 
the thirties and not yet involved in that 
of the fifties, was free to cultivate the 
Latin American markets. 


6 percent, 


commitments.7® 


The vexing South American develop- 
ments were weighed with solemnity by 
the British House of Commons in 
November, 1952, when a Liverpool 
M.P. remarked that ships with lighter- 
than-usual cargoes had lately left his 
port for South America.** In the same 
period Lord Reading, an Undersecre- 
tary of State, toured Latin America 
with a company of businessmen, and a 
flight of Canberra jet bombers was sent 
to the region on visits to bolster good- 
will and trade. 


Conditions of American Trade 


The German reaction to their good 


“ Sintesis Estadistica Mensual de la Re-. 


publica Argentina, March, 1951, p. 288. 


* Foreign Commerce Weekly, October 27, , 


1952, p. 26. 


*The South American Journal, Novem- 


ber L951ee pane 


“ Parliamentary Debates (Hansard), No-. 


vember On OD25 ps Zoe 


GERMAN EXPORTS TO LATIN AMERICA 43 


luck in the Latin American arena may 
be characterized as a cautious optimism. 
The Germans themselves knew well 
enough that they were benefiting from 
the Korean War and NATO. Signifi- 
cance also was attached to the Latin 
American quest for capital goods which 
Germany was able to supply. The view 
was expressed that, in years to come, 
the United States would remain favored 
in the regions where American products 
enjoyed the advantage of shorter dis- 
tances to the market. Moreover, Ameri- 
can road-building and oil refinery ma- 
chinery was allowed a place of honor 
for superior quality. Again, it was said 
that Germany would remain at a dis- 
advantage in the dollar lands.** 
Surveying the Brazilian textile ma- 
chinery market, one expert made some 
interesting observations regarding Ger- 
many’s opportunities. Brazilian textile 
mills were visited and engineers asked 
to state their opinions as to the relative 
merits of European and United States 
machinery. Generally, the writer noted, 
European equipment is preferred as 
being lighter and more versatile. The 
Europeans were readier to supply blue- 
prints upon demand. As in Turkey, 
German salesmen were seen swarming 
through the country with neat brief- 
cases, ever ready to please and modify 
designs to suit the purchaser, and in 
Brazil it was noted that Germans more 
than others were willing to adapt de- 
signs to local needs. American salesmen, 
on the other hand, drove only to per- 
fect contracts for ready machines, the 


*% Guenther Dillner, “Die internationale 
Konkurrenz um die lateinamerikanischen 
Maerkte,” Wirtschaftsdienst, July, 1952, 
pp. 435 ff. 


products of assembly lines. As if in 
corroboration, a British lawmaker dif- 
fused gloom in the House of Commons 
with his remark that the Germans were 
ousting the British engineering products 
from markets with their high quality 
and speed of delivery.’® 


A Bottleneck in Currency 


The meteoric German trade trajec- 
tory was not a flight without resistance. 
Trouble came because Germany’s trade 
is, for the most part, caged in by un- 
avoidable currency restrictions. Exports 
must balance imports because the Fed- 
eral Republic lacks gold to ship abroad. 
Like Germany, certain Latin American 
countries have currency restrictions — 
the “offset account’? countries, as dis- 
tinguished from “free dollar’ coun- 
tries.”° The latter have currencies which 
are convertible into dollars so that im- 
porters can pay German exporters di- 
rectly, but the offset countries channel 
their trade through treaty channels. 
Such trade treaties, essentially a con- 
tinuation of the prewar barter agree- 
ments, are supposedly signed after 
careful surveys of their expected needs 
during the treaty period. The antici- 
pated demand of each country deter- 
mines the volume of the projected 
barter. No money leaves either country 
for the other, but all exports from 
Germany to an offset country, say 


” Parliamentary Debates (Hansard), No- 
vember 5, 1952, p. 231. 

Free dollar countries in Latin America 
are the following: Bolivia, Costa Rica, 
Cuba, Dominican Republic, El Salvador, 
Guatamala, Haiti, Honduras, Mexico, Nica- 
ragua, Panama, Peru, and Venezuela. 

The offset account countries are Argen- 
tina, Brazil, Chile, Colombia, Ecuador, Para- 
guay, and Uruguay. 
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Argentina, are paid for in Germany by 
an importer of Argentine products. ‘To 
protect the exporters from delays and 
losses due to possible temporary dis- 
crepancies between amounts due them 
from Argentina and payments realized 
inside Germany from the sale of Argen- 
tine products, a revolving compensation 
fund is operated by the Bank Deutscher 
Laender, the German central bank. The 
arrangement works well if kept in bal- 
ance, but, as is to be seen, it can lead 
to ugly snags unless continually scruti- 
nized. 

Positive trade balances with free 
dollar countries can benefit the Federal 
Republic because convertible currency 
means, in effect, dollars which can 
cover the always negative balance of 
trade with the United States. But little 
good can come from excess shipments 
to offset countries. If the compensation 
fund is swallowed up the Bank Deut- 
scher Laender is immediately put under 
pressure to grant endangered exporters 
additional credits for the goods they 
shipped. However, if sizable notes for 
unpaid exports are allowed to circulate 
within Germany, inflationary effects are 
a possibility. Unless, therefore, there is 
a German import for every export to an 
offset country the trade with such a 
state is on feeble grounds. 

For some postwar years German 
import needs were so great that even 
with offset countries the export curve 
shot up sharply. Rising exports then 
merely worked against the high level of 
imports. The critical point was reached 
in 1951 when Germany’s Latin Ameri- 
can trade balance became positive and 
exports began to be menaced because 
offset countries were unable to raise 
their shipments to Germany to the level 
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of the imports. A conspicuous example 
is Brazil, a country which defaulted in 
payments to the anguish of German 
shippers. 

Brazil was a particularly difficult case 
because she overpriced her exports. 
Germany is especially sensitive to Bra- 
zilian coffee prices because traditionally 
she burdens the drink with a luxury 
tax, but even in Great Britain and the 
United States annoyance was expressed 
at Brazil’s inflated demands. German 
coffee habits, moreover, are still under 
the influence of the Second World War 
when imports were impossible and part 


of the population seems to have given | 


up the drink. (The per capita con- 
sumption of coffee which had been 6.4 
pounds in 1938 was only 1.9 pounds 
in 1951-2) 

On the far side of the Atlantic, how- 
ever, the Brazilian government feared 
World War III might result from the 
Korean conflict and encouraged maxi- 
mum imports. Within a few months 
she was indebted to but unwilling and 
unable to pay several supplying nations. 
In the nineteenth century such a situa- 
tion of indebtedness might have invited 
armed retribution from the injured 
parties, but not in 1952. 

The United States, characteristically, 
set out to straighten its lopsided Brazil- 
ian trade balance with a multimillion 
dollar Export-Import Bank loan.?? 
Germany, on the other hand, lacked the 
capital for correction in such a form. 
The compensation fund was swallowed 
up almost immediately as Brazil fell 
seriously behind in payments, and the 


™ Deutschaland und die Welt, October 11, 
19525 ps0: 

* New York Times, February 11, 1953, 
Dp: 42, 
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Bank Deutscher had the 
choice of paying the exporters from its 
reserves or forcing them to take a loss. 
In September, 1952, when Brazil’s in- 
debtedness neared $75 million,?* the 
latter policy was adopted and the Bank 
Deutscher Laender suddenly ceased 
purchases of Brazilian drafts. For the 


Laender 


future, it was announced, all contracts 
were to be covered by the Bank up to 
50 percent. The remaining half was 
to be paid only with delay as adequate 
imports from Brazil were sold.*4 

The arbitrary ruling of the Bank was, 
of course, flayed by exporters who 
claimed correctly that they had been 
victimized in the operation of the trade 
treaty. It was suggested that the Ger- 
man Ministry of Trade was to blame 
for not having warned Brazil in time to 
curtail her imports. Among other meas- 
ures, a retaliatory project was sug- 
gested: to limit sales of capital goods to 
Brazil. It was pointed out that capital 
goods would eventually enable Brazil to 
free herself from all need of German 
exports, so that it might be best to 
cease shipping capital equipment. As 
of the summer of 1953 the Brazilian 
tangle had not yet been altogether 
eliminated. 


Positive Trade Balances in 
Many Quarters 


In connection with the Brazilian 
fiasco one German source remarked 
that the Bank Deutscher Laender’s 
drastic cessation of Brazil draft pur- 


Deutsche Zeitzung, October 29, 1952, 
(oy Ob 

4 “Was ist mit unserem Brasiliengeschaeft 
los? Erregter Meinungsaustausch ueber eine 
handelspolitische Panne,” Wirtschaftsdienst, 
September, 1952, pp. 533 f. 


chases really put in question the secur- 
ity of the whole barter system. Indeed, 
Brazil was only the first instance of 
what are likely to be future troubles. 
German exports could leap almost 
long as they worked 
against imports or consumed previous 
debts. However, German shipments sur- 
passed both these marks in almost all 
countries, and the scarcity of means to 
finance a great trade deficit impeded 
further progress. From Table 3 it can 
be seen that the rise of German exports 
to Latin America in 1952 over the pre- 
vious year was by far the smallest of 
all the postwar years. In 1952 Argen- 
tina and Chile, the leading countries 
following Brazil, curtailed imports to 
counteract general trade deficits. By 
1953, trade with Chile was reported 
stalled indefinitely unless the compen- 
sation fund could be doubled. The 
alarm bell also rang for small Paraguay 
where German exports had reached 
new highs. In these states as well as in 
others the saturation points had been 
reached and the compensation funds 
eaten up. Exports could be continued 
only if more credit became available 
or if German imports rose. 

Late in 1952, when the Brazilian 
crisis came to a head, the financial 
situation of the Federal Republic still 
had not been reinforced sufficiently to 
permit enlarged credits for export con- 
tinuance. By 1953, however, that im- 
pediment was somewhat eased, though 
not obliterated. In April of the current 
year the World Bank, influenced by the 
soundness of the German economy, 
made available facilities for long-term 
loans to aid the German-Latin Ameri- 
can trade. In September, the Ibero- 
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Amerika Bank of Bremen, an institu- 
tion devoted to the financing of 
German-American commerce, upped its 
capital from one billion Deutsche marks 
to three billion. From these develop- 
ments one might infer that resistance 
to further exports had been overcome, 
but German sources were less convinced 
of so favorable a turn. The Ibero- 
Amerika Bank was said to feel that 
only if German imports rose could 
exports be expanded again, or even 
maintained at current levels. 

For their part, German imports of 
Latin American products are often 
impossible because of the artificially 
high price of Latin American com- 
modities. Brazilian coffee was not the 
only item whose price remained above 
what a free market would have 
brought. The German authorities noted 
inflated demands also on the part of 
Argentina, Chile, and Uruguay. As a 
matter of common sense, no German 
importer could risk stocking South 
American trade items at a price certain 
to be undercut by competitors with 
goods from elsewhere. 


The Assault on the Free Dollar 


When matters were so difficult in 
trade with offset countries it was in- 
evitable that more attention would be 
given the free dollar lands. A glance 
at the list of free dollar countries on 
page 43 reveals that, while they are in 
the majority among Latin American 
with them is not 
easily increased to great proportions. 
Only three of them, Cuba, Mexico, 
and Venezuela, measure as sizable trade 
factors, and those three have the tight- 
est economic ties with the United 
States. Geographical nearness, the war 


states, German trade 
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years, and custom combined to bring 
more than 80 percent of Mexico’s im- 
ports from the United States in the first 
half of 1953. Nevertheless, some Ger- 
man experts consider the Mexican 
market a potentially lucrative fountain 
of “free dollars.” The hope for a 
broadening of the free dollar export 
market in Mexico as well as in Central 
America is also reflected in the German 
trade fair which is scheduled to open in 
Mexico City in November, 1953. The 
buildings of the not-yet-occupied new 
campus of the National University have 
been leased to hold a mammoth expo- 
sition which is expected to begin an 
of German 


ever - increasing influx 


products. 


Summary and Conclusion 


From an industrial cipher at the 
end of World War II, Germany has 
climbed back as a producer capable of 
higher output than ever before and as 
a competitive seller whose performance 
has begun to alarm entrenched British 
interests. However, peculiar financial 
arrangements which complicate the 
export trade at first favored but lately 
have limited the upswing of the Ger- 
man trade curve. 


The Western Hemisphere is divided © 


into offset account countries and free 
German trade with 
the former has reached a saturation 
point and the chief offset customers of 


dollar countries. 


Germany have encountered payment | 
difficulties which bar further increases | 


in their imports. Thus Germany’s trade 
with these lands is unlikely to be ex- 
panded very much. Recognizing this 
condition, the Federal Republic is now 


concentrating on a widening of its | 


markets in the free dollar area. 


Some Economic Aspects of Highway Finance 
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THE HIGHWAY PROBLEM has been with 
us on a major scale at least since the 
beginnings of the National Road a 
century and a half ago. The modest 
aim of this article is to review and re- 
examine our current problem from the 
standpoint of certain economic funda- 
mentals and to advance certain prac- 
tical suggestions for which no particular 
claim to originality is made. 


Highway Needs of the Future? 


However far we may be from ade- 
quately taking care of existing highway 
needs, it will still be useful to attempt 
to forecast what the future may bring 
in the way of demands for highways. 
We may even conclude that, for once, 
the future looks brighter than the 
present. 

The passenger automobile has 
reached virtual technical completion so 
far as the highway engineer is con- 
cerned. Both maximum and cruising 
speeds are little different from what 
they were twenty years ago; over-all 
dimensions do not influence highway 
design. Major improvements of the 
last two decades have been almost en- 
tirely confined to style, comfort, ease of 
operation, and dependability. The abil- 


* Statistical data in this article were drawn 
or derived from the following publications: 
Department of Commerce, Highway Sta- 
tistics, 1950 (Washington, 1952); Federal 
Reserve System, Federal Reserve Bulletin, 
September, 1952; Miles L. Colean and 
Robinson Newcomb, Stabilizing Construc- 
tion (New York: McGraw-Hill, 1952). 


ity to cruise longer distances at sus- 
tained speeds is perhaps the only 
significant technical change affecting 
highway design. If we look back still 
another two decades and compare the 
1913 automobile with that of 1933 it is 
immediately apparent that the trend 
to higher-speed automobiles has leveled 
off. 

Truck and bus development is an 
entirely different matter, being  pri- 
marily dependent on economic factors 
rather than technical ones. There will 
be no demand by commercial operators 
for vehicles which are not profitable to 
operate. If we tax commercial users of 
the highway according to the principle 
of differential cost (advocated in this 
article) so that each class of vehicle 
pays its allocable share of total highway 
expense, there will come a point at 
which vehicle ceases to grow 
simply because it will not pay to use 
larger vehicles. This happens because, 
as size increases, operating costs will 
fall but at a diminishing rate while 


s$1ze 


highway-tax costs will rise at an in- 
creasing rate. At some weight and size 
class, therefore, the rise in highway 
costs will exceed the fall in operating 
costs and any larger truck or bus would 
be less profitable to the operator. 

The number of automobiles on the 
highways is, of course, an important 
factor in highway needs. By 1950, there 
was in the United States one automo- 
bile for every 2.6 persons eighteen 
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years of age or over. In 1920, this same 
ratio was 8.2 persons per automobile. 
The downward trend in this ratio can- 
not continue much further and the 
1950 ratio may well represent nearly 
the low mark. By that year the war and 
postwar shortage of new automobiles 
had been overcome and we had experi- 
enced nearly a decade of full employ- 
ment and high incomes. 

Another indication that we may be 
near the maximum number of auto- 
mobiles to be expected until population 
increases significantly is the fact that 
with 53 million spending units in the 
United States in 1950 we had some 40 
million automobiles registered. While a 
few spending units own two or even 
more automobiles, the great majority 
have only one. One automobile appears 
a virtual necessity to most families; a 
second automobile is in the ordinary 
case very much a luxury. Until the 
average family income in the United 
States far exceeds its present level we 
need not anticipate a significant in- 
crease in two-car families. It is likely 
that those spending units currently 
without automobiles will not acquire 
them in any great number in the near 
future. Fewer cars per capita are found 
in areas where incomes are low (for 
example, Mississippi), where much 
traffic is urban and the cost of main- 
taining a car is high (for example, New 
York and the District of Columbia), 
or where good highways are scarce and 
are likely to remain so because of the 
heavy cost of highway construction (for 
example, West Virginia). The four 
areas mentioned have the highest ratio 
of persons per automobile in the United 
States. 


We can anticipate a substantial in- 
crease in the population of driving age 
and in the number of spending units 
after 1960 as the large crop of war and - 
postwar babies comes of age. This date | 
is, happily, some years off so that we 
may do much meanwhile to accommo- 
date the increase. We can expect the 
number of automobiles in operation to 
remain relatively stable for the next 
decade, but we must plan for consid- 
erably larger numbers of cars on our 
highways after that period. We have, 
then, a breathing spell in this respect, 
but one that must be a time of prep- 
aration if an even more critical high- 
way situation is not to arise in the 
1960's. 

One very important factor affecting 
the volume of truck and bus traffic is» 
the level of economic activity in the 
nation. Since we are now in a period of 
full employment, we do not face the 
possibility of a sudden large increase 
in economic activity such as occurred 
between 1938 and 1941. If we are so 
fortunate as to maintain full employ- 
ment in the coming years, the level of 
economic activity may be expected to 
rise as population and productivity in- 
crease, but this is a gradual process and 
one which in itself should not place any 
great strain on our highway system 
since time to accommodate it would be 
available. | 

A more crucial question concerns | 
how much further shifting can be ex- 
pected from other forms of transporta- 
tion, particularly railroads, to trucks. If 
highway-user taxes on commercial ve- 
hicles properly reflect the differential-_ 
cost principle, the major cause of | 
further shifts to truck transportation | 
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will be technical improvement in trucks 
and in highways. We should certainly 
anticipate advances in these fields, but 
much of this may be counterbalanced 
by similar improvements in rail trans- 
portation. It is doubtful, for example, 
that a shift from gasoline-powered to 
Diesel-powered trucks results in econ- 
omies comparable with the railroads’ 
shift from coal-burning to Diesel loco- 
motives. Far more penetrating studies 
on this subject than have yet appeared 
are needed before we can predict with 
reasonable accuracy the future growth 
trend in truck traffic. Simple extra- 
polation from historical statistics is of 
little value since the growth of truck 
traffic by shifting from rail must be at 
a declining rate as trucks move into 
fields in which they have less com- 
petitive advantage. 

Summing up—djit appears that we 
have completed the basic transition 
from other modes of transportation to 
highway transportation. This 
more nearly the case with automobiles 
than with trucks and buses, but the 
latter are also certain to meet increas- 
ing competition. If this 
correct, the outlook is more encourag- 
ing than is generally thought. Of 
course, vast highway projects are still 
necessary to “catch up,” but there is a 
real possibility that the increase in 
highway needs will soon be less than 
the elimination of old needs by highway 
construction and improvement. We 
may well be at that moment which is 
darkest before the dawn. 


seems 


analysis is 


Paying for Highways 


The essential condition of highway 
finance is that taxation of commercial 


vehicles stand on an entirely different 
footing from taxation of private auto- 
mobiles. Much confused thinking has 
resulted from failure to observe this 
distinction. Highways, even though 
publicly owned, are, in effect, part of 
the capital equipment of every truck 
and bus company. It is essential, there- 
fore, that these commercial vehicles 
pay in taxes or tolls that part of high- 
expense attributable to their 
operation. 


way 


Because of the controversy that has 
arisen on this score it is important to 
specify the reason that commercial 
vehicles should bear this full cost. This 
reason does not concern fairness to the 
railroads, the prevention of excessive 
profits by truck or bus firms, the bene- 
fits received by different groups from 
highways, nor any general notion of 
justice. It is based, instead, on the most 
elementary economics of transportation. 

The highest production in any na- 
tion results when it uses its resources 
of manpower and machines and land 
most efficiently. In a free economy the 
allocation of these resources 
different uses is accomplished through 
the price system. A particular task will 
be performed in the most efficient way 


among 


possible simply because the firms using 
this method can charge a price for their 
service which will be high enough to 
yield them a fair profit and yet this 
price will be so low as to cause losses 
to less efficient firms. In this result of 
competition lies the great strength of 
a free economy. 

Whether a particular transportation 
task should be done by train, ship, pipe- 
line, plane, or truck depends upon 
which method can carry a particular 
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product between two points at the low- 
est cost. Unless the full cost of the 
highway expense attributable to trucks 
is transmitted to the accounts of truck- 
ing firms as taxes or tolls, the compara- 
tive prices of truck and other means of 
transportation will not reflect the com- 
parative efficiencies of each method.” 
And if prices do not reflect comparative 
efficiencies we shall be wasting a cer- 
tain portion of our resources. 

This same principle applies as be- 
tween trucks of various sizes. Trucks of 
different weights and dimensions re- 
quire different “amounts” of highway. 
In general, the larger or heavier the 
truck, the costlier the highway required 
for its passage. This is not necessarily 
a proportional relationship, however. 
Each type of commercial vehicle should 
bears its allocable part of the cost of 
the highway it uses. In this matter, as 
with the taxation of the trucking indus- 
try generally, much confusion has re- 
sulted from a failure to apply simple 
economic principles. 

For example, one criticism offered of 
what will here be called the differen- 
tial-cost principle is that it would re- 
quire taxes on very large vehicles at 
rates which would prohibit their use. 
This is, in reality, not a criticism, but 
rather an example of how differential- 
cost taxation would lead to the proper 
allocation of the productive resources 
in our economy. For if this method of 
taxation would serve to prohibit very 
heavy trucks, this means that the use 
of very heavy trucks is uneconomic and 
transportation by this method wastes 


*'This principle applies, of course, when- 
ever subsidization occurs. We happen to be 
concerned here with highway subsidies. 


our resources. If the product could not 
be hauled profitably in smaller trucks, 
this would indicate that it could more > 
efficiently move by some other form of 
transportation. From the standpoint of 
the consumer of the product it should 
move via some other, cheaper means. 

An extreme example will serve to 
illustrate this point. Suppose it were 
proposed to build highways of such 
strength and dimensions as to allow 
trucks twelve feet wide with a gross 
weight of one hundred tons to operate. 
If such trucks were taxed lightly with- 
out regard to the differential-cost prin- 
ciple, long-distance haulage of coal 
might appear cheaper by highway thar: 
by rail. Would this not lead to lowe? 
prices for coal? Certainly, but by no 
charging truck transportation of coa). 
with its proper share of highway costs, 
we do not eliminate these costs; we 
merely shift them from the consumers 
of coal to automobile owners and small- 
truck operators or to the general tax- 
payer, depending upon the method 
used to pay for this much wider and 
stronger highway. And the additional 
burden on these groups will be greater 
than the price savings to the consumers 
of coal because highway haulage of 
coal over long distances is uneconomic. 
If it were not uneconomic, trucking 
firms would be able to pay the addi- 
tional cost of the new-type highway 
and still charge a price for hauling 
coal that would be lower than the price 
necessary to yield a profit to the rail-: 
roads on the same traffic. 

For an extreme case such as the; 


above perhaps everyone would agree) 
that the principle of differential cost) 
should hold. Yet this principle is differ-. 


| 
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ent only in degree in the question of, 
say, 80,000 pounds gross weight versus 
72,000 pounds gross weight vehicles. In 
every case the decision should be made 
on economic grounds. Adoption of the 
differential-cost principle of highway 
taxation will result in truck sizes and 
a division of freight business between 
trucks and other forms of transporta- 
tion which will assure the most pro- 
ductive use of our varied transportation 
resources. To the extent that we do not 
do this we fail to exploit the full pro- 
duction potential of the nation. 


The Principle of Differential Cost 


The principle of differential cost, 
advocated in this article as the proper 
basis for the taxation of commercial 
vehicles, requires the determination of 
the portion of total highway expense for 
construction and maintenance attrib- 
utable to each class of vehicle using the 
highway. This 
proceed in the following steps: 


determination would 


1. The expense of the highway if de- 
signed to serve only passenger automobiles 
would be allocated equally to all vehicles 
traveling the road. 

2. The additional cost incurred in order 
to make the highway usable for light trucks 
and small buses would be allocated equally 
to all trucks and buses. 

3. The additional cost incurred to make 
the highway usable for the next higher 
weight and size classification would be 
allocated equally to all vehicles of that 
class or larger. 

4. This allocation process would be 
carried out through as many weight and 
size classes as were practicable until the 
last class composed of the largest and 
heaviest vehicles allowed by law to travel 
the highway would share among its mem- 
bers the additional expense of making the 
highway usable for the class (plus, of 
course, its share of the “earlier” costs). 


Administration of the Differential-Cost 
Principle 

Application of the differential-cost 
principle will be more difficult than any 
plan of highway taxation based on pure 
expediency. This condition applies, 
however, to any plan that does more 
than tax at arbitrary rates those ele- 
ments of the business of commercial 
highway users that appear within easy 
reach. 

The actual determination of the 
amounts of highway expense, both con- 
struction and maintenance, to be 
charged against each class of commer- 
cial user under the differential-cost 
principle might well be a function of 
the state highway commission or a 
similar body. Its determination of these 
costs and of the tax structure necessary 
to place these costs properly on the 
different classes of commercial users of 
the highways should be presented to the 
state legislature as often as this body 
meets for its guidance in making re- 
visions in highway-user taxes. At the 
same time this report should have the 
widest publicity in order that the gen- 
eral public may compare the actual 
tax structure established by the legisla- 
ture with that recommended by the 
commission. 

No one would claim complete ac- 
curacy for the estimates of even the 
most careful and best advised commis- 
sion. Much work has already been 
done, however, by both governmental 
and private investigators on methods 
of determining differential costs. More 
research and study is needed and would 
certainly appear if this method were 
generally adopted. 

That perfection in cost allocation is 
unattainable is not a good reason for 
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scrapping the idea. Private business 
faces a similar problem whenever it uses 
cost accounting in plants that produce 
more than one product. There is known 
to be some error in any assignment of 
costs under such circumstances, but 
businessmen have long recognized that 
guiding their operations by cost ap- 
proximations is far more efficient than 
making purely arbitrary decisions. 

In the public sphere we customarily 
charge utility commissions with the 
duty of determining the “fair value” 
of a public utility corporation and of 
setting those rates on service which will 
bring a “fair return” to the investors in 
the utility company. At the same time, 
costs of service must be fairly allocated 
among the different classes of users. 
No one believes that such determina- 
tions can be made with complete ac- 
curacy. Rather we demand only that 
the commission embody in its decision 
the experience and judgment of its 
members as supplemented by expert 
technical help. We further require that 
a hearing be given all interested parties 
and that the decision be impartial as 
between private interests. This is all we 
can or need ask of a highway commis- 
sion in the determination of differential 
costs. 

One valuable by-product of the dif- 
ferential-cost principle might be the 
tying together of new highway con- 
struction and the revenue-yielding com- 
mercial use of these highways. This 
would force us to decide before build- 
ing a highway for what types of ve- 
hicles it would be economic to provide. 


Taxation of Private Automobiles 


The adoption of the differential-cost 
principle in the taxation of trucks and 


buses will require, incidentally, the de- 
termination of that part of the total 
highway expense attributable to private 
passenger automobiles. Whether we 
should charge automobile users with 
exactly this cost is not a matter that 
can be decided on economic grounds as 
is the case with commercial vehicles.* 

The private use of automobiles, 
whether a matter of convenience, neces- 
sity, or recreation, is a form of per- 
sonal consumption in which the use of 
public property plays a part. We may 
wish to tax automobile users for exactly 
their share of the cost of highways, 
thus “selling” them the service that 
highways furnish. We may wish, on the 
other hand, to tax automobile users 
less than their share of highway cost, 
making up the difference from the gen- 
eral funds of the government. This is 
often the case with, for example, fees 
charged at public parks. Finally, we 
may wish to tax automobile users in 
excess of their share of highway ex- 
pense, this excess going to the general 
funds of the government. Thus liquor 
taxes are usually far greater than the 
cost of enforcing the laws concerning 
the distilling and sale of liquors. In- 
deed, taxes on consumption often are 
not intended to bear any particular 
relationship to the government service 
performed. 

It is a prime rule of a free economy 
that no decision can be made on eco- 
nomic grounds as to the desirability of 
particular kinds of consumption ex- 


* Of course, some passenger automobiles 
(for example, salesmen’s cars) are used | 
commercially. They should be taxed, if 
practicable, on the same principle as trucks | 
and buses and for the same reason. Most | 
automobiles, however, are used noncom- 
mercially. 
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penditure. We cannot say, therefore, 
whether government ought, on eco- 
nomic grounds, to favor, take a neutral 
position toward, or burden private 
automobile use through its highway tax 
policy. Once the allocable share of 
highway expense falling on private 
automobiles has been determined, the 
legislative body concerned must decide 
how this cost should be met. 

Although there is evidently a great 
deal of public sentiment toward having 
highway-user taxes on private auto- 
mobiles as well as on commercial ve- 
hicles confined to payment for high- 
ways, basis — other than 
personal judgment as to what is sound 
public policy — for this attitude. 


there is no 


Taxation of private automobiles is 
a matter, then, that can only be de- 
cided by the appropriate governing 
body in accordance with democratic 
processes. One voter’s opinion on this 
matter is worth neither more nor less 
than another’s. For this reason all at- 
tempts to say how the highway expense 
attributable to automobiles 
ought to be met are doomed to failure. 
But it is essential, if our group decision 
in this matter is to be an intelligent 
one, that we know how much of the 
total highway expense is attributable to 
the private use of automobiles. And 
this is true whether we intend that the 
private user shall pay in taxes more or 
less than this amount. 


private 


The Tax Structure 


Ideally, we should tax each com- 
mercial vehicle for its individual share 
of total highway expense. Practically, 
however, we can go only as far in this 
direction as administrative feasibility 


will allow. It would be impossible to 
name any tax that does not in some 
specific case represent an unfair 
burden. On the other hand, although 
the ideal tax structure is unattainable 
in practice, this is no reason for not 
striving to erect one as close to this 
ideal as possible. 

Any proposed tax structure for the 
future must be based realistically on the 
existing levels of rates and types of 
taxes used. This is merely to accept the 
realities of our existing political and 
financial arrangements. Devising a tax 
structure for commercial vehicles that 
is a modification of the existing pattern 
need not seriously interfere with the 
application of the differential-cost prin- 
ciple. Present highway-user taxes al- 
ready apply this principle to a consider- 
able degree. What is now needed are 
modifications in present taxes or the 
introduction of new taxes which would 
close the margin and result in full 
application of the  differential-cost 
principle. 

If the aim were to tax each major 
weight and size class of commercial 
vehicle to the extent of its share of 
highway cost without attempting to tax 
each individual vehicle according to its 
own road use, proper adjustments in 
license fees would accomplish _ this. 
Taxes on fuel would operate in any 
event to place the heavier taxes within 
any class on those vehicles which made 
greater use of the highways, but we 
should not expect fuel taxes to allocate 
costs perfectly to each vehicle for each 
mile it traveled. 

More accurate and more complex 
taxes such as those based on ton-miles 
or some combination of weight-per- 


oe 


axle-per-mile may not be worth the 
administrative and enforcement expense 
and difficulties they entail. Such taxes 
may only give an illusion of fairness 
since, by their very nature, they are 
more likely to be evaded than fuel or 
license taxes, thus working an injustice 
on the honest commercial operator. 
There is a limit set by administrative 
realities to which any tax structure can 
be adjusted in the interest of fairness 
to all taxpayers. Within this limit every 
possible means should be used to levy 
taxes equitably. But we must not, in 
striving after fairness among individual 
vehicles in a particular class, lose sight 
of the more important consideration of 
placing on each weight and size class 
its proper share of the total highway 
expense. For it is the classes of vehicles 
that are to use a road which largely 
determine its design and thus its cost. 


The Original Financing 

Decisions on the financing of high- 
way construction by state and_ local 
government usually hinge on whether 
to “pay as you go” or to borrow now 
and build, then retire the debt as the 
highway wears out in use. Federal 
financing of highways is a somewhat 
different proposition and will be dis- 
cussed separately. 

Because “pay as you go” as a slogan 
has a strong emotional appeal, rational 
analysis may become clouded. On the 
other hand, legislative bodies are 
sometimes tempted to carry out unwise 
highway projects when the money to 
pay for them can be borrowed at a very 
low rate of interest. In the final analysis 
highways must be paid for through 
taxes or tolls on the highway user or 
others. The question is: When? 
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The more important question, how- 
ever, is not whether to tax or to bor- 
row, but rather whether the building 
of a particular highway is the best 
investment of society’s financial re- 
sources. So far as commercial users of 
the proposed highway are concerned, 
we need to decide whether a particular 
project — in itself or as a part of the 
highway system — will, when its cost is 
reflected in taxes, pay for itself during 
the life of the highway. So far as pri- 
vate automobile owners are concerned, 
we must decide whether their share of 
the cost of the proposed project will be 
a worth-while investment for them in 
terms of the added comfort, conveni- 
ence, or safety of their travel. 

Although the limitations on fore- 
casting are such as to prevent our being 
absolutely sure of the amount of use 
trucks and buses will make of a new 
highway, our estimates will, at least, 
yield a dollar and cents figure by which 
to judge. For private users we can get 
the facts on what their share of the cost 
will be and thus be far better able to 
reach an intelligent group decision on 
whether or not to proceed with the 
work. 

It would be helpful in preventing or 
dampening down “boom-or-bust” busi- 
ness cycles if “pay as you go” was 
generally adopted in periods of infla- 
tion and full employment while greater 
dependency was placed on borrowing 
in periods of depression. Borrowing — 
private or public—is always fuel to 
inflationary fires. For the same reason, 
borrowing for wise public expenditure 
during periods of depression can serve 
to counteract the fall in prices and the 


unemployment of such times. Yet as a | 


practical matter, we must recognize 
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that the demand for new and improved 
highways will be greatest in periods of 
inflation and full employment when 
road traffic is heaviest. 

State and especially local govern- 
ments may find borrowing difficult and 
expensive, if not virtually impossible, 
in periods of low business activity and 
credit-contraction policies on the part 
of banks and other lenders. Perhaps at 
best all we can hope for in this sphere 
of highway financing is that the prac- 
tical barriers to a counter-cyclical fi- 
nance policy be pushed as far back as 
possible. 

The situation of the Federal govern- 
ment is entirely different. At the pres- 
ent time our Federal government 
possesses effective powers of control 
over the nation’s money supply through 
its own taxing and spending policies as 
well as the Federal Reserve System’s 
controls of bank credit. Whether we 
will have the courage and good sense to 
use these powers wisely for the public 
good is a question of great importance, 
but not one with which we can con- 
cern ourselves in this article. In pro- 
posing highway-financing policy we 
must assume this courage and good 
sense, else we are adrift in a channel 
without buoys. 

Since Federal revenues from specific 
sources are not tied to particular ex- 
penditures, Federal aid to highways 
affects Federal tax policies only as a 
part of total Federal expenditures. We 
cannot, therefore, specify the source of 
Federal aid funds. But all such expendi- 
tures require funds and these should be 
raised in accord with a general Federal 
fiscal policy of a counter-cyclical nature 
—that is, a policy of deficit financing 
in periods of depression and of budget 


surpluses in periods of inflation. These 
surpluses should be used to retire the 
debt incurred during the preceding 
depression. 


Depressions and Highway Planning 


No type of public works so well fits 
the requirements for fighting depression 
through government action as the con- 
struction and improvement of high- 
ways. Six important reasons for this 
may be listed: 


1. There is no conflict over political 
propriety for there is general agreement 
that highways properly belong in the 
sphere of government activity. 

2. Highway projects are all-pervasive; 
a river valley to be developed or a desert 
to be irrigated is not needed. 

3. Highways penetrate into the most re- 
mote reaches of America and their con- 
struction and improvement provide em- 
ployment in the area. 


4. The very large number of small firms 
in the construction industry virtually 
assures that government expenditures will 
not be siphoned off in monopoly profits. 

5. Because private construction is per- 
haps the industry hardest hit by depression, 
highway building serves not only as a gen- 
eral stimulus to the nation’s economy, but 
reinvigorates what is certain to be one of 
the sickest particular industries. 

6. Highway administration and super- 
vision are carried on almost entirely below 
the Federal level in very decentralized 
fashion. Yet we have also had long experi- 
ence in the expenditure of Federal funds 
on highways without the surrender of local 
and state government functions to the 
Federal government. This last is important 
because, as has been shown, it is virtually 
impossible for depression financing in large 
amounts to come from any source but the 
Federal government. 


If we ask what is the real cost in 


terms of productive resources of de- 
pression-built highways we encounter a 
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paradox. For if men and machines and 
materials would otherwise be unem- 
ployed, their use in highway construc- 
tion is, from the nation’s point of view, 
costless. This will not appear so surpris- 
ing if we remember that depression and 
unemployment are themselves para- 
doxes in a world in which human needs 
for economic goods are nowhere near 
satisfaction. Unemployed resources are 
wasted resources. 

In the light of the previous com- 
ments, the depression period of the 
1930’s represents a decade of missed 
opportunities. Dollar expenditures on 
new highway construction never 
reached the 1930 level during the fol- 
lowing ten years. Even allowing for 
the decline in the cost of construction, 
expenditures reached the 1930 level 
only in the year 1938. Although Federal 
aid to highways was increased substan- 
tially during the period, the decline in 
state and local expenditures on new 
highways more than counterbalanced 
the increase in Federal expenditures. 
We might easily have spent several 
times what we actually did spend dur- 
ing the depression on highway con- 
struction with extremely — beneficial 
results for the whole American econ- 
omy. If we had done so we might today 
have a highway system adequate for 
our needs. 

History is of value to us, however, 
only if we use past experience to guide 
our future actions. The lesson of the 
thirties is clear. We should be prepared 
in the future to meet a depression by 
unlocking a reservoir of highway proj- 
ects which, although necessary and 
desirable, had to be shelved under full- 
employment conditions in favor of 


higher-priority needs. Many persons 


today fear that an ending of the 
Korean War and an easing of the Cold 
War would plunge the United States 
into depression as a result of a sharp 
reduction in government defense ex- 
This public psychology ~ 
could in itself be a major factor in 
bringing on such a depression. If it 


penditures. 


were known that a reservoir of public 
works projects including new highway 
construction was available, the transi- 
tion from a defense to a peace economy 
might be made with a minimum of 
economic disturbance and unemploy- 
ment. 

Of course, all highway construction 
cannot be deferred until a depression 
strikes. Our highway project reservoir 
should be one into which new projects 
are continually being poured while 
others, promoted to higher priority, are 
being withdrawn for construction. 


Toll Highways and Toll Bridges 


Opposition to toll collection as a 
means of paying for highways has its 
roots in the history of road develop- 
ment in the United States. The first 
toll roads were frequently privately 
owned and this levying on the traveler 
for private profit was generally resented 
even when the tolls were regulated by 
The American people 
have never taken kindly to private 
monopoly in any field. Publicly owned 
toll roads cannot be said to abuse the 
traveling public as private toll roads 
often did. 

To one who accepts the principle of 
differential cost in taxation of com- 
mercial highway-users, publicly owned 
toll roads offer an ideal situation in 
which to charge the commercial user | 
per trip for his part of the expense of | 


government. 
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building and maintaining the highway 
he uses. Whatever may be the public 
policy on taxation of the private pas- 
senger automobile, the toll on such 
vehicles can be adjusted accordingly. 

One criticism of toll highways — 
that users pay double, once through 
tolls and again through other highway- 
user taxes — is subject to comparatively 
simple administrative correction. Tolls 
may be reduced to allow for this and 
a payment made periodically from the 
receipts of highway taxes to the toll 
highway funds. Or, vehicles could pay 
the full toll and then apply for partial 
refunds using some form of toll-ticket 
stub as evidence of travel on the toll 
highway. 

Limited-access highways are the 
only practicable type for the collection 
of tolls and by their very nature are not 
fully public roads. Toll collection can 
thus more easily be justified in terms of 
public policy. 

Furthermore, limited-access highways 
are, in general, impracticable to build 
except at one time over a long distance 
and joining two large urban centers. 
Laying down a few miles of such high- 
way each year for a number of years 
disrupts traffic patterns on other high- 
ways and, in the earlier stages, will 
often not be worth while enough 
in terms of comfort or economy to 
attract any but the most immediate 
traffic. The construction of a limited- 
access highway will, therefore, ordi- 
narily require an enormous initial 
expenditure of funds making “pay as 
you go” out of the question for most 
state governments. States may find toll 
collection and the sale of revenue 
bonds the only possible method of 
raising such large sums without imperil- 
ing the entire state financial structure. 


Conclusion 


Viewed in historical perspective, we 
have entered upon a new stage of high- 
way development in the United States. 
When the automobile first appeared on 
the American scene it was merely an 
expensive plaything of the rich. Two 
developments were needed to transform 
the automobile into an integral part of 
American daily life —the cost had to 
be brought down to the income level 
of the average American and roads 
had to be built that would make auto- 
mobile ownership a worth-while expen- 
diture for the average family. 

We need today a calm, dispassionate 
appraisal of the proper claim which 
highway construction and improvement 
has on the vast but still limited pro- 
ductive resources of the nation. This is 
not a matter that can be decided in an 
economic vacuum — that is, in terms 
of purely technical factors such as 
traffic volume, size and weight of ve- 
hicles, and so on. Technical factors 
merit consideration, of course, but more 
important is the weighing of cach ex- 
penditure on highways against the re- 
sults to be achieved by that same 
expenditure in other fields, public or 
private. 

There is not, unfortunately, a mathe- 
matical formula which can be applied 
to obtain a clear-cut decision on each 
proposed highway project. But the gen- 
eral considerations discussed here must 
form the background of any rational 
system of highway development just as 
the specific factors discussed are essen- 


tial to a sound selection of those 
projects which will, in fact, be 
executed. 


Books Reviewed 


Shares of Upper Income Groups in 
Income and Savings. By Simon 
Kuznets (New York: National Bu- 
reau of Economic Research, 1953, 


pp. xli, 725. $9.00) 


Shares of Upper Income Groups in 
Income and Savings represents an ex- 
haustive analysis of Federal income tax 
returns in a study of the distribution of 
income by size. The analysis is unique 
among studies of its kind in its histori- 
cal perspective, covering a time span 
of roughly three decades from 1913 to 
1948. Although the work is severely 
limited in its scope (dealing only with 
the upper 5 percent of the country’s 
the 


reached are startling and will undoubt- 


income receivers), conclusions 
edly have far-reaching influence upon 
businessinen, legislators, and the gen- 
eral public. 

A very large portion of the book is 
devoted to statistical methodology. Un- 
less the casual reader is content with 
the excellent “Introduction and Sum- 
mary” prefacing the book, it is difficult 
to avoid becoming enmeshed in the sta- 
tistical machinations with which the 
volume abounds. Without such an ex- 
tensive engagement with the statistics, 
however, it is virtually impossible to 
judge what the conclusions represent — 
of which more is to be said shortly. 

Three concepts of income are pre- 
sented for the reader’s choice. For those 
who like their data raw, the “basic in- 
come variant” represents information 
from Federal income tax returns proc- 
essed with little more statistical manip- 
ulation than addition. Unfortunately, 
total net income, tax definition, is de- 
ficient in coverage and poorly classified 


for the purposes of Dr. Kuznets’ anal- 
ysis. The “economic income variant,” 
therefore, represents an attempt to ap- 
proximate statistically the actual eco- 
nomic income received by the upper 
income groups classified in a manner 
appropriate for a study of the per 
capita distribution of income by size. 
The “disposable income variant” is de- 
rived from economic income by deduct- 
ing Federal income taxes and adding 
capital gains and losses. These variants 
of income are analyzed yearly from 
1913 to 1948 (at least for the basic 
variant) for the upper 1 percent and 
for the upper 5 percent of the income 
(although shares of other 
upper income groups are shown in the 
“Basic Reference Tables”). As an ex- 
ample of the final product of these sta- 


receivers 


tistical processes the percentage of total 
income received by the 1 percent of the 
population receiving the highest in- 
comes is summarized below: 


Basic Economic Disposable 

income income income 
1919-28 13.42 15:33 14.91 
1929-38 12.86 14.67 13.74 
1939-46 10.11 10.86 8.66 
1939-48 9213 


Three aspects of this remarkable col- 
lection of figures stand out. First, their 
absolute magnitude, second, the decline 
in the shares going to the upper income 
groups, and third, the timing of the de- 
cline. By way of illustration, during the 
initial period 1919-28, 1 percent of the 
population received roughly 15 percent 
of “disposable income” and this de- 
clined only about 1 percent in the next 
ten years. By 1939-46, however, with 
the advent of relatively high levels of 
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employment the share of the upper 1 
percent in total “disposable income” 
had been reduced to less than 9 percent 
— only about 60 percent of its original 
value. 

Shares of the upper income groups in 
employee compensation, entrepreneur- 
dividends, and 
rent are given for the basic variant as 


ial income, interest, 
well as the percentage of upper group 
income represented by these categories. 
For example, the top income group re- 
ceived 54 percent of its income from 
property and 46 percent from service 
incomes in 1917 whereas in 1948 these 
percentages were 32 and 68 percent, re- 
spectively. In 1917 this income group 
received 8 percent of all property in- 
comes and 50 percent of service in- 
comes. In 1948 the top group received 
only 6 percent of property incomes and 
only 31 percent of service incomes. 

Various other detailed breakdowns 
are presented. Shares for the nonfarm 
population are analyzed separately 
from the total population. There is an 
extensive analysis of the saving ratio 
of the upper income groups. The be- 
havior of the upper group’s income 
share and their saving ratio during the 
business cycle are examined at length. 
Changes over time in the inequality of 
income within the upper income groups 
are also discussed. 

Two chapters deserve special atten- 
tion from the casual reader. Chapter 5 
on the ‘Social Characteristics of Upper 
Income Groups” presents statistical evi- 
dence for many commonly held beliefs, 
namely, that the upper income groups 
are predominately males in the prime 
of life, engaged in business or in the 
professions, residing in metropolitan 
areas or in large cities, and living in 


small family units. Chapter 11 on the 
“Reliability of Estimates” discusses the 
problems of non-filing, under-reporting, 
military pay, reliability of sample au- 
dits, and so forth. The book concludes 
with the statement that “. .. there 
may be a slight underestimate in the 
top | percent’s share and a slight over- 
estimate in the shares of the percentage 
bands between the Ist and the 7th.” 
In view of the importance of the 
conclusions, certain shortcomings of the 
analysis deserve to be mentioned. Cor- 
porate saving, although discussed by 
Kuznets, is not included in any of the 
three If corporate 
saving is added to the income of the 
upper groups, 1939-48, this would ac- 
count for at least part of the decline in 
their shares. It would be particularly 
important in 1947 and 1948. Gifts and 
inheritances, a sizable source of funds 
for the wealthy, are omitted entirely as 
are business expense accounts, special 
retirement allowances for executives, 
and income in kind (except for im- 
puted rent). Again, realized capital 
gains are discussed and included in the 


income variants. 


disposable income variant but their 
unrealized counterpart is mentioned 
only in passing. Moreover, the “dispos- 
able income variant” is obtained by de- 
ducting only Federal income taxes and 
does not reflect other direct taxes, some 
of which are highly regressive. 

Last, errors in national incomes esti- 
mates, upon which the Kuznets shares 
ultimately depend, tend to be large. If 
national income figures for the earlier 
periods are systematically too low, the 
shares of upper income groups in total 
income will be correspondingly over- 
stated. This is not altogether unlikely 
in the United States during the period 
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1919-48, as production has shifted in- 
creasingly from home and farm to the 
market place where the output enters 
the national income totals. 

The over-all impression created by 
the volume is one of meticulous care 
and extraordinary industry in analyzing 
the statistics and checking with other 
published work. One would appreciate 
a word from Dr. Kuznets, however, not 
only on the reliability of what was an- 
alyzed but on the significance of the 
items mentioned above which are not 
part of the published work. 


Donatp W. PADEN 


The Organizational Revolution. By 
Kenneth E. Boulding (New York: 
Harper and Brothers, 1953, pp. 286. 
$3.50) 

This jatest book by Professor Bould- 
ing carries the subtitle “A Study in the 
Ethics of Economic Organization.” It 
is the second in the Series on the Ethics 
and Economics of Society, published in 
cooperation with a study committee of 
the National Council of the Churches 
of Christ. The book thus attempts to 
analyze the rise in number, size, and 
power of organizations (especially of 
economic organizations) from two van- 
tage points. 

The author, as an economist of stat- 
ure and as a scholar with deep and 
persistent ethical interests, has gone 
about his task with characteristic range 
and originality. The book has two 
major parts: the first probing nature, 
causes, and effects; the second includ- 
ing a series of case studies. Tucked in 
at the two ends of the book, however, 
are an abstruse but intriguing theoreti- 
cal preface and an extended discussion 


of Boulding’s analysis by a number of 
critics, notably Reinhold Niebuhr. 
Part I contains most of the general 
analysis of the “organizational revolu- 
tion.” Anyone familiar with Professor 
Boulding’s works, however, will not 
expect to find Part II merely a method- 
ical spelling-out or a detailed anticli- 
and thoughtful (if 
casual) hypotheses are where you find 
them, which is throughout the book. 
In Part I, however, most of the central 


max. 


Insights 


and recurring themes are first set forth. 

These themes include: (1) A central 
ethical problem is posed by the fact 
that although an organization is benefi- 
cent to its members, it may be indiffer- 
ent or hostile to outsiders. (2) The 
spectacular rise in the size and power 
of organizations (a fact which Boulding 
largely assumes rather than demon- 
strates) is primarily a result of in- 
creased skills in organization rather 
than of new needs to be met. (3) The 
new role of organization has mixed 
economic effects: it may somewhat 
increase productivity; it facilitates a 
“limited” (imperfectly competitive) 
market; it perhaps tends toward infla- 
tion; and it probably does not signifi- 
cantly alter the distribution of income. 
(4) The rise of the organization has 
had important political effects (de- 
fining politics very broadly). These 
effects are partly internal, in terms of 
increased power and greater coercion; 
they are also external, as the nation- 
state one face outward and 
another inward. (5) Boulding’s own 
preference, apparently on both eco- 
nomic and ethical grounds, is for a 
system with many centers of power — 
a “governed market economy” — lying 
between the “rigidity of the planned, 


turns 
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monolithic economy and the instability 
of ungoverned market capitalism.” 
Part II contains case studies of the 
labor movement, the farm organization 
movement, business organizations, the 
communist national state, and the so- 
The 


section is interesting, both for its elabo- 


cial-democratic national - state. 
rations of the themes just noted and for 
the variety of shrewd particular obser- 
vations and localized hypotheses. It is 
in Part II, and in an Appendix, that 
Boulding attempts to prove that organi- 
zations do not appreciably change the 
distribution of income. In his chapters 
on the national state, he voices with 
eloquence and passion his concern over 
what he regards as a tragic paradox: 
the dual role of the state as a protector 
of those within and a destroyer of those 
without. 

In Part III, Niebuhr and others state 
their criticisms or reservations, and 
Boulding answers. Neibuhr claims that 
Boulding overstresses the evils of coer- 
cion and understates the divisive role 
of self-interest. Boulding, in his reply, 
concludes, ‘“‘Professor Niebuhr is afraid 
of freedom, seeing always behind it the 
specter of anarchy; whereas I am 
afraid of justice, seeing always behind 
it the specter of tyranny.” 

This book is a valuable and provoca- 
tive addition to the growing literature 
on the role and effects of economic or- 
ganization. It reflects a growing interest 
among economists and other social sci- 
entists not only in the theory of organi- 
zations but in the application of such 
theory to the American scene. The ap- 
proach is in interesting contrast to 
Galbraith’s reassuring concept of “coun- 
tervailing power.” On the whole, Bould- 
ing is much less sanguine about the 


effects of economic organizations, on 
either economic or ethical grounds, 
than is Galbraith. Their views do mesh 
at one point: Boulding believes that 
organizations tend to encourage infla- 
tion, and Galbraith acknowledges that 
during inflationary periods the bene- 
ficial effects of “countervailing power” 
are inoperative because competing 
groups can all get what they want 
merely by pushing up prices. 

Much of this book is arguable. Most 
of its major themes can be questioned, 
as indeed they are by Niebuhr and the 
other critics whose views are set forth 
in Part III. The specific case studies 
would also probably be unacceptable 
to many members of these organiza- 
tions, as well as to observers with a 
different over-all economic and ethical 
outlook. Yet, this book contains a 
lucid, thoughtful, ramified statement 
of a significant point of view as to eco- 
nomic organizations. As such, it should 
command a very wide audience. 


C. Appison HickMAN 


North Carolina State College 


A History of Economic Thought. By 
John Fred Bell (New York: Ronald 
Press Company, 1953, pp. 696. 
$6.50) 

This book will hold its own among 
the year’s rich harvest of notable con- 
tributions to the history of economics. 
It stands out among the works of its 
genre, that is, among the comprehen- 
sive, solidly built textbooks. Unlike 
some of its rivals, no obnoxious noise 
of ax-grinding of one sort or another is 
allowed to confuse the reader. The 
masters of our science have their day 
in court, with the judge displaying 
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neither condescension nor prejudice. 
When it comes to the judgment, this is 
meted out in terms of each writer’s 
own background and_ environment 
rather than in the light of the judge’s 
idiosyncrasy concerning the proper di- 
rection and eventual terminal point of 
the cavalcade of economic science. 

The work quite obviously is a labor 
of love, and represents many years of 
sustained effort. Little has been taken 
from second- or third-hand material, 
and each page testifies to Professor 
Bell’s diligent and patient investigation 
of the original sources. The presenta- 
tion is straightforward and to the point. 
The highlights of the book are the 
chapters on the classical economists and 
on the Lausanne school. Professor Bell 
has traveled widely in Europe, and he 
is well acquainted with the Continental 
literature. His work reflects a number 
of personal interviews and inspections 
of libraries in England, Scotland, and 
Switzerland. Certain parts of the book 
offer more than a reader might expect 
to find in a text, and are in the nature 
of original research. This is true par- 
ticularly of Professor Bell’s comparison 
of Walras and Pareto, which no teacher 
of the history of economic thought can 
afford to miss. 

As has become customary, the book 
opens with Biblical and classical an- 
tiquity. The subsequent chapters treat 
of medieval thought, the 
mercantilists, and the physiocrats. All 
this absorbs about one-fifth of the 
work. Another fifth is devoted to the 
classical school, which calls for detailed 
treatment. Thus, the story up to and 
including the classics takes less than 
one-half of the volume, and adequate 
space, more than is usually available in 


economic 


similar texts, can be given to modern 
developments. There are, for example, 
30 pages on the Lausanne school, 
almost 100 on the development of eco- 
nomics in the United States, and an- 


other 100 on the main currents of 
economic thought in the twentieth 
century. 


For the more important writers, bio- 
graphical detail is summarized in the 
form of introductory footnotes; for the 
most important ones, the biography ap- 
pears in the main body of the text 
ahead of the analysis of the writer’s 
thought. 
There are a number of schematic sur- 
veys, which will be of help to the stu- 
dent when he traces the development 


contribution to economic 


from one schoo] to another. 

Minor points may be debatable, but 
they do not significantly detract from 
the value of the work. Hume’s contri- 
bution is appraised at the end of the 
chapter on English mercantilism, and 
again, more than 50 pages later, in the 
chapter on Adam Smith. Cantillon, in- 
troduced as an “Englishman,” is dis- 
cussed among the mercantilists. Man- 
deville’s influence on Smith is noted, 
but not in connection with the division 
of labor and the invisible hand. There 
are occasional references to Bentham, 
but no systematic appraisal of this in- 
fluential thinker. Bentham may not 
have been an economist in the narrow 
sense of the word, but whole genera- 
tions of economists thought in terms 
of reference established by him. Occa- 
sionally, Professor Bell’s wide learning 
induces him to become encyclopedic 
and allocate to obscure writers space 
which might have been used for a more 
elaborate discussion of authorities such 
as Sismondi, Cournot, and Thiinen. 
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These are matters of emphasis, how- 
ever, and on the whole the arrangement 
balanced. Professor Bell’s 
scholarly book may be warmly recom- 
mended to teachers of the history of 
economic thought. It is an achievement 
of which American economic science 
may rightly be proud. 


is well 


Henry WILLIAM SPIEGEL 


The Catholic University of America 


Price Practices and Price Policies: Se- 
lected Writings. By Jules Backman 
(New York: Ronald Press Com- 
pany, 1953, pp. xiv, 660. $8.00) 

In this volume Professor Backman 
has assembled a selection of writings on 
numerous aspects of price determina- 
tion, regulation, and control. Material 
has been taken from more than 125 
different sources; in addition the editor 
contributed a number of original sec- 
tions. Selections have been made from 
the writings of economists and business- 
men, from government reports, and 
from other sources. The emphasis of 
the volume is not upon the theory of 
price determination — of which there 
is only a short summary — but of insti- 
tutional influences affecting prices, with 
substantial attention to governmental 
policy. Professor Backman’s knowledge 
of price theory, however, lightened his 
task of selection of material. 

Because of the breadth of coverage, 
an understanding of the nature of the 
contents can best be facilitated by a 
brief survey of the various parts of the 
book. Part I reviews the nature of price 
and the functions of the price system in 
the modern economy, and considers at 
some length the varying cyclical be- 
havior of prices in different segments 


of the economy. Selections from the 
work of Means are provided, as well as 
some from a number of his critics. 

Part II covers a variety of general 
considerations relating to price deter- 
mination. The nature and economic ef- 
fects of non-price competition are re- 
viewed (with selection from A. R. 
Burns, T.N.E.C. monographs, and 
others) ; this is followed by a chapter 
dealing with cost-price relationships. 
Portions of the well-known article of 
Hall and Hitch on average cost pricing 
techniques are reproduced, as well as 
Machlup’s defense of the marginal 
analysis. The problem of the optimum 
relationship between changes in pro- 
ductivity and the general wage and 
price level is considered at some length. 
Geographic pricing practices are sur- 
veyed, with emphasis on the basing- 
point system and with selections on the 
cement case and other important recent 
court decisions included. The last chap- 
ter in Part II contains material on 
hedging, guarantees against price de- 
clines, and government procurement 
programs. 

Part III contains two chapters deal- 
ing with Federal regulation of price 
determination and pricing policies. The 
first presents a number of well-known 
selections on the antitrust laws, with re- 
views of recent court decisions, and 
with emphasis placed upon the trend 
toward the “per se” doctrine and the 
narrowing of the gap between legal 
and economic thinking on the question 
of monopoly policy. The second chap- 
ter is devoted entirely to the problem 
of price discrimination and the Robin- 
son-Patman Act. 

In Part IV, attention is turned to 
pricing problems peculiar to particular 
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segments of the economy. Determina- 
tion of farm product prices is re- 
viewed, as well as the various govern- 
ment farm price programs. Several 
selections, including writings of Joel 
Dean, deal with pricing policies of 
manufacturers; this chapter is rather 
sketchy and disappointing, in view of 
the importance of the subject. Retail 
pricing methods are surveyed, particu- 
larly in selections from the writings of 
Knauth, Walker, and Phillips; and fair 
trade and unfair practices acts are de- 
scribed and evaluated. A chapter is de- 
voted to railway and_ utility 
making, and one to the determination 


rate 


of insurance charges. The last chapter 
presents interesting and _ little-known 
material on professional fees. 

Part V reviews governmental price 
control programs in periods of infla- 
tion; a considerable portion of the ma- 
terial is taken from Backman’s own 
book, War and Defense Economics. 
The causes of inflation are noted (with 
undue emphasis on the role of credit 
expansion) ; subsidies and 
programs are considered; and the limi- 
tations of direct controls are empha- 
sized. 


rationing 


For the topics covered, there can be 
little quarrel with the selections made 
by the author; the best-known sources 
are utilized, different points of view 
are presented, and a good job of inte- 
gration is performed. The volume is a 
useful source of reference on a wide 
variety of topics relating to price de- 
termination, and to a person unac- 
quainted with the field it provides a 
helpful general background. For the 


student of price determination or gov- 
ernmental policy, however, very little 
offered. The wide 


range of material covered results in 


new material is 


only brief attention to any particular 
problem. In the estimation of the re- 
viewer, the volume would have had 
much greater usefulness if it had been 
concentrated more heavily upon actual 
business pricing policy and excluded 
such diverse topics as hedging, cyclical 
price fluctuations, public utility pricing, 
the farm program, and inflation con- 
trol, which are covered extensively in 
other sources. 

Any use of the book, however, will 
be discouraged by the price of $8 
placed upon it by the publishers. This 
figure virtually precludes its use as a 
text or as an addition to faculty librar- 
ies and will not encourage its acqui- 
sition in business circles; it does not fall 
into the category of books whose direct 
contributions to business operation are 
so great that they will be acquired re- 
gardless of price. Book publishers, beset 
by sharply rising direct costs of publica- 
tion, appear at times to forget two basic 
rules relating to the pricing of books: 
(1) the cost of production, per book, 
falls sharply as the sales volume rises, 
and (2) for most books at least, espe- 
cially those which are neither required 
texts in large courses nor essential to 
certain types of businesses, demand is 
likely to have considerable elasticity, 
particularly when the price goes above 
accustomed levels. Failure to recognize 
these rules can be a source of loss to all 
concerned. 


Joun F. Dur 


BUREAU OF ECONOMIC AND 
BUSINESS RESEARCH 


The Bureau of Economic and Business Research, established in 
1921, is the research department of the College of Commerce and 
Business Administration. Economic and business information, in- 
cluding material on tested business practices, is compiled by the 
Bureau and made available to Illinois businessmen and others inter- 
ested in business and related problems. Although the major part 
of its work deals especially with Illinois, the Bureau also engages 


in general economic research. 

Fields in which research is carried on include: accounting; 
marketing; retail and wholesale trade; resources and industries; 
transportation, utilities, and communications; banking and private 
finance; public finance, governmental regulation, and public policy; 
international trade and finance; labor, public relations, and welfare; 
and general economic developments. 

The results of Bureau investigations are published in the form 
of research bulletins, business studies, and miscellaneous special 
bulletins, copies of which are available on request. The following 
titles illustrate the scope of the Bureau’s publications. 

Bulletin 67, The Renegotiation of War Profits, by RicHarps C. 
OsBorNn. 

Bulletin 70, The Foundry Industry in Illinois, by Harry 
Czyzewski and Burton C. Prrson. 

Bulletin 72, Effects of Corporate Size on Efficiency and Profit- 
ability, by RicHarps C. Osporn. 

Special Bulletin 7, An Accounting Technique for Reporting 
Financial Transactions, by R. K. Mautz. 

Bulletin 73, The Progressive Mine Workers of America: A 
Study in Rival Unionism, by Harrier D. Hupson. 

Bulletin 74, Vertical Integration in Marketing. NucENtT WEpb- 
pINc, Editor. (For sale, $1.50) 

Bulletin 75, Business Analysis of the Aviation Industry in Illinois, 
by Ricuarps C. Osgorn. 

Bulletin 76, Trends in Rural Retailing in Two Illinois Districts, 
1938 to 1950, by Donatp W. Scorron. 


The Bureau also publishes the Illinois Business Review, which 
presents a monthly summary of business conditions for Illinois. 


Single copies of current issues of the Bureau’s publications will be 


sent free on request. Back numbers are subject to moderate charges. 


Charges for multiple copies carry discounts based on the number of copies 


_ requested. 


